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&) BEHRINGERHARVARD

REAL ESTATE INVESTMENTS

092424, C/Zqﬂ% In 2006, Behringer Harvard Opportunity REIT I, Inc. made significant progress

toward aggregating a portfolio with the potential to provide opportunistic-style returns. Our portfolio includes assets with
development, redevelopment or repositioning strategies that have promising potential to reach our investment goals.
From its inception through December 31, 2006, Behringer Harvard Opportunity REIT I, Inc. has generated
approximately $159.8 million in net offering proceeds through its initial public offering. We have used approximately
$111.1 million of these proceeds to purchase interests, excluding debt financing, in four office properties for
repositioning and a mixed-use hotel and residential property for redevelopment and condominium conversion, and to
fund mezzanine loans to finance the development and potential acquisition of two apartment communities.
These interests represent approximately 674,000 rentable square feet of office property, 251 hotel rooms, and
269 residential and corporate apartment units in addition to the development of 589 apartment units. Our first asset
was acquired in March 2006 with the purchase of the 12600 Whitewater building in the Minneapolis/St. Paul market.
Subsequent property investments followed in metropolitan Boston, Dallas, and St. Louis. In September and October 2006, we
established a presence in the suburban Houston and Las Vegas markets through the mezzanine financing of the development

of two Class A apartment communities.

Behringer Harvard Opportunity REIT |, Inc.

This annual report contains forward-looking statements.
See page 1 in Form 10-K included in this annual report for additional
information and qualifications regarding forward-looking statements,




\

We were pleased to begin paying monthly distributions to our investors at an annualized 2 percent rate of return
beginning in August 2006, assuming a $10 purchase price for our shares. In addition to the regular monthly distributions,
our board of directors declared a special distribution of an aggregate of $1.4 million to shareholders of record as of
December 31, 2006 as a result of additional interest income generated during the year. The board of directors increased
monthly distributions to a 2.5 percent annualized rate of return for the first quarter of 2007 and further increased
our monthly distribution to a 3 percent annualized rate beginning the second quarter of 2007, again assuming a $10
purchase price for our shares in each case. While total distributions in 2006 were more than $2.7 million, funds from
operations {FFO) exceeded $3.7 million during the same period.

We remain confident in the viability of our investment strategy, and we look forward to the opportunity to grow
our portfolio and capitalize on the fund’s investments in 2007. Thank you for continuing to place your trust in Behringer
Harvard. In return, we reaffirm our commitment to provide you with exceptional service and support to help you achieve
your investment goals. ‘

We look forward to updating you on future property transactions and ongoing financial performance.

L et

Sincerely,

Lo e

Robert M. Behringer Robert S. Aisner
Chairman & Chief Executive Officer President & Chief Operating Officer
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For the years ended
December 31, 2006 and 2005.

$1,800

$1,600

$1,400

Chase Park Plaza

St. Lowuis, MO $1,200

$1,000
$800
$600
$400
$200

Funds from Operations

increase each quarter.

Total Assets
Total assets grew to approximately $267 million by the end of 2006. During the

2006 FFQ (in thousands} > *
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12600 Whitewater
Minneapolis, MN

Funds from operations (FFO) increased each quarter and totaled

approximately $3.7 millton for the year. FFO per share also showed a steady

year, we acquired interests in four office properties, representing approximately
674,000 square feet for an aggregate purchase price of approximately $63.8
million,” and a mixed-use hotel property with 251 guest rooms, approximately
65,000 square feet of banquet and meeting space, numerous guest amenities,
and 269 residential and corporate apartment units for an initial capital
obligation of $47.5 million excluding assumed debt. We also advanced
approximately $14.2 million of mezzanine loans to finance the development

of two Class A apartment communities with 376 units and 213 units.

2006 Total Assets (in thousands)

$300,000 :
i $267,168

$250,000 - -- - o oo

$200,000 -+ e
|

$150000 —- - - - $146468. -

$100,000 —-—-$83,160- . _
$55,049 f

$50,000 - — — — -
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* Unless otherwise indicated, all purchase prices are reported exciusive of closing tosts and initial escrows.
** See page 46 in the Form 10-K includied in this Annual Report far a reconciliation of FFO to net loss.




Offering Proceeds
During 2006, we issued approximately 16.2 million shares of common
stock representing gross proceeds of approximately $161.3 million. Since
the commencement of the fund’s initial public offering in September 2005,
we have issued approximately 18.2 million shares of common stock for
aggregate gross proceeds of approximately $181.3 million and net proceeds,
after selling commissions, dealer manager fees, and organization and

offering expenses, of approximately $159.8 million.

Distributions

More than $2.7 million in distributions were declared in 2006. We began
paying distributions in the third quarter of 2006 and paid approximately $1.1
million in regular monthly distributions. The rate of distributions, assuming
a $10 share price, represented a 2 percent annualized return, a figure that will
be slightly higher for investors participating in the distribution reinvestment
program. In January 2007, we also declared and paid a $1.4 million special

distribution for shareholders of record as of December 31, 2006.

2006 Revenue (in thousands} 2006 Distribution Declared (in thousands)
$3.000 -b— - - —----328I0.  ¢3500 o
| |
H $2.176
$2.500 - f— TTTTTTTTTT 82000 A—— - - - = =
$2,000 ~4—— —— ~— -
L ‘ $1,500 -
$1,500 - 1»-— —_ _$T,-3T7_ j— !
$1,000 —
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Las Colinas Commons
Las Colinas, TX

Ferncroft Corporate Center
Boston {Middleton), MA



Assets acquired in 2006

T

Bent Tree Green
Dallas, TX
(Above and Right)

12600 Whitewater

This two-story suburban asset located
in Minnetonka, Minnesota is situated
on a 6.14-acre site adjacent to a natural
wooded greenbelt and is approximately
15 minutes from the Minneapolis/

St. Paul International Airport. The
recently renovated building offers
approximately 71,000 square feet of
rentable space, an attractive two-story
atrium entrance that divides the
building into two wings, an on-site
dining area, and climate-controlled
executive parking. Acquired in March
2006, the building was purchased
below estimated replacement cost and
is currently leased to three major
tenants in the finance and insurance
industries. We intend to renew
existing tenants or attract replacement
tenants to the building as the current
leases expire. We expect to benefit
from rising market rental rates as we
implement new leases for the building.

Ferncroft Corporate Center

Located in the business and population
hub of New England, this eight-story,
Class A office building provides
approximately 226,000 square feet of
rentable office space and features an
adjoining three-story parking garage,
card access security, a full-service café,
and a state-of-the-art fitness center.
Adjacent to a premier country club that
features a Robert Trent Jones-designed
golf course and near a major hotel, the

building is approximately 18 miles
north of downtown Boston with
convenient access to Logan
International Airport. Ferncroft was
acquired in July 2006 at below
estimated replacement cost, which is
expected to provide leasing advantages
over new construction. We believe
this asset can retain and attract
additional high-quality tenants to
increase the level of occupancy over
the coming years.

Chase Park Plaza

Chase Park Plaza, built in the 1920s,
is a historically important mixed-use
complex in St. Louis’ Central West
End. This outstanding asset occupies
nearly six acres and overlooks the
1,293-acre Forest Park. Chase Park
Plaza’s approximately 1.2 million
square feet of space includes an 11-
story luxury hotel, approximately
65,000 square feet of banquet and
meeting space, retail stores, and a 29-
story apartment tower. To enhance
the tower’s value, the existing
apartments are being converted into
high-end condominiums, furnished
corporate apartments, and additional
hote!l rooms. The hotel is home to
the legendary Chase Club where Bob
Hope, Frank Sinatra, and Jerry Lewis
performed. The Chase Park Plaza
has welcomed every U.S. President
since the 1920s along with celebrities,
royalty, and professional athletes,




Bent Tree Green

Strategically located along the “Platinum
Corridor” of North Dallas, this three-
story office building offers approximately
138,000 square feet of rentable space. The
property, which was acquired in
December 2006, is situated on 3.4 acres
fronting the Dallas North Toliway to the
west and overlooking the Bent Tree
Country Club golf course to the east.
Significant interior and exterior
renovations are part of a planned market
repositioning. Bent Tree Green presents
an opportunity for value creation
through new lease revenue, physical
improvements, and occupancy increases.

Las Colinas Commons

This three-building office portfolio,
providing approximately 239,000
rentable square feet, was purchased in
December 2006 with 67 percent of this
space occupied by four tenants having
leases through 2013 and beyond. Plans
for the buildings include aggressive
marketing activities, renovations, and
upgrades to physical components,
including roofs and heating and air
conditioning systems, in order to
enhance lease-up opportunities. Located
in the strengthening Dallas submarket of
Las Colinas, the 17.3-acre site is
surrounded by headquarters to many
Fortune 500 and multinational
corporations and is near the Dallas/

Ft. Worth International Airport.

Alexan Black Mountain

Alexan Black Mountain is a 213-unit,
Class A apartment community planned
for an 11-acre development site in the
southeastern portion of Henderson,
Nevada, a southern suburb of Las
Vegas. In the immediate area is a mixed-
use, master planned community
ultimately intended to support Nevada
State College, where college-owned
housing is not expected to be available
until 2016. The first units of Alexan
Black Mountain are projected to be
available in late 2007 to early 2008. The
fund provided mezzanine financing
and received an option to purchase the
complex at a predetermined price
following completion.

Alexan Voss
Alexan Voss is a 376-unit fuxury
apartment community under
construction on 5.8 acres of land in
Houston, Texas. This attractive urban
location, conveniently located between
the Galleria/Uptown and Westchase
Districts, is in a neighborhood that has
historically attracted upscale
residents who are able to easily
benefit from the variety of retailers,
restaurants, and entertainment
centers in the surrounding areas. The
fund provided mezzanine financing
and received an option to purchase
this asset at a predetermined price
after its completion.

Ferncroft Corporate Center
Boston (Middleton), MA

(Top)

12600 Whitewater
Minneapolis, MN
(Left)




Ferncroft Corporate Center
Boston (Middleton), MA

Total Operating Expenses

In accordance with the Statement of Policy Regarding Real Estate Investment Trusts published by the North American
Securities Administrators Association, also known as the NASAA REIT Guidelines, our charter requires that we monitor
our “total operating expenses” quarterly on a trailing twelve-month basis and report to our stockholders annually our
total operating expenses stated as a percentage of “average invested assets” and “net income.” For the year ended
December 31, 2006, our total operating expenses stated as a percentage of average invested assets and net income was

approximately 3 percent and 23 percent, respectively.

Cost of Raising Capital

In accordance with the NASAA REIT Guidelines, our charter requires that we report to our stockholders annually the
ratio of costs of raising capital during the year to the capital raised. For the year ended December 31, 2006, we raised
total capital of approximately $250.5 million, consisting of approximately $160.2 million in equity capital through the
primary public offering of our common stock, approximately $1.1 million in equity capital through our dividend
reinvestment plan, and approximately $89.2 million of debt capital. We incurred costs of approximately $19.5 million in

connection with raising this capital. This equates to a ratio of approximately 8 percent.

Bent Tree Green
Dallas, TX
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; W Wﬂﬁ:m As Independent Directors of Behringer Harvard Opportunity

REIT I, Inc. (the “Company”), we have reviewed the policies being followed by the Company and believe they are in the best interest of
its stockholders. The basis for this conclusion is outlined below in the analysis of the policies in place.

The Company has developed a system of policies and procedures designed to enable the objectives of the Company (as outlined
int the Company’s charter) to be achieved. These policies cover, among other things, investments in properties, administration, and
raising capital.

Investment policies include provistons to generally ensure that investments are made in quality properties. The policies related to
sites include requirements for (1) independent appraisals of each property. (2) physical site inspection and review by a qualified associate
of Behringer Harvard Opportunity Advisors I LP, the Company’s advisor, (3) an environmental assessment, and (4) site evaluation and
analysis regarding relevant real property and financial factors, area demographics, and other necessary information and data, Site policies
also include title examination and review of surveys. In addition, review of the credit quality of significant tenants of each property is
conducted. Further, the titles to properties purchased by the Company are insured by appropriate title insurance policies and/or abstract
opinions consistent with normal practices in the jurisdictions in which the properties are located. Also, the Company has established
policies related to acceptable lease terms and structures. These policies are designed to reduce investment risks.

We have reviewed the Annual Report and related party transactions as outlined in Note 11 to the Consolidated Financial
Statements and, in our opinion, the related party transactions are fair and reasonable to the Company and its stockholders, and the

terms of such transactions are not less favorable to the Company than those available from unaffiliated third parties.




UNITED STATES

SECURITIES AND EXCHANGE COMMISSION
Washington, D.C. 20549

FORM 10-K

[Mark One]
Annual Report Pursuant to Section 13 or 15(d) of the
Securities Exchange Act of 1934
For the fiscal year ended December 31, 2006
OR
O Transition Report Pursuant to Section 13 or 15(d) of the
Securities Exchange Act of 1934
For the transition period from to
Commission File Number: 000-51961
Behringer Harvard Opportunity REIT I, Inc.
(Exact name of registrant as specified in its charter)
Maryland 20-1862323
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None
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Indicate by check mark whether the Registrant: (1) has filed all reports required to be filed by Section 13 or 15(d) of the Securities
Exchange Act of 1934 during the preceding 12 menths (or for such sherter period that the Registrant was required to file such reports)
and (2) has been subject to such filing requirements for the past 90 days. Yes Xl No O

indicate by check mark if disclosure of delinquent filers pursuant to {tem 405 of Regulation S-K is not conlained herein, and will not be
contained, to the best of Registrant’s knowledge, in definitive proxy or information statements incorporated by reference in Part 11} of
this Form 10-K or any amendment to this Form 10-K.

Indicate by check mark whether the Registrant is a large accclerated filer, an accelerated filer, or a non-accelerated filer. See definition of
“accelerated filer and large accelerated filer” in Rule 12b-2 of the Exchange Act. (check one):

Large accelerated filer O Accelerated filer Non-accelerated filer X
[ndicate by check mark whether the Registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).  Yes[O No X

The aggregate market value of the Registrant’s common stock held by non-affiliates of the Registrant as of June 30, 2006 (the last
business day of the Registrant’s most recently completed second fiscal quarter) was approximately $98.4 million assuming a market
value of $10.00 per share.

As of March 15, 2007, the Registrant had 22,346,769 shares of common stock outstanding.
DOCUMENTS INCORPORATED BY REFERENCE

The Registrant incorporates by reference portions of its Definitive Proxy Statement for the 2007 Annual Mceting of Stockholders, which

Indicate by check mark if the Registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the Act. Yes O No X
is expected 10 be filed no later than April 30, 2007, into Part 111 of this Form 10-K to the extent siated herein.
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Forward-Looking Statements

This annual report contains forward-looking statements, including discussion and analysis of the financial
condition of Behringer Harvard Opportunity REIT I, Inc. (which may be referred to herein as the “Company,” “we,” “us”
or “our”) and our subsidiaries, our anticipated capital expenditures required to complete projects, amounts of anticipated
cash distributions to our stockholders in the future and other matters. These forward-looking statements are not historical
facts but are the intent, belief or current expectations of our management based on their knowledge and understanding of
the business and industry. Words such as “may,” “anticipates,” “expects,” “intends,” “plans,” “belicves,” “seeks,”
“estimates,” “would,” “could,” “should™ and variations of these words and similar expressions are intended to identify
forward-looking statements. These statements are not guarantees of future performance and are subject to risks,
uncertainties and other factors, some of which are beyond our control, are difficult to predict and could cause actual results

to differ materially from those expressed or forecasted in the forward-looking statements.

LI LERTY EERNTS

Forward-looking statements that were true at the time made may ultimately prove to be incorrect or false. We
caution investors not to place undue reliance on forward-locking statements, which reflect our management’s view only as
of the date of this Annual Report on Form 10-K. We undertake no obligation to update or revise forward-looking
statements to reflect changed assumptions, the occurrence of unanticipated events or changes to future operating results.
The forward-looking statements should be read in light of the risk factors identified in the Item 1A, “Risk Factors” section
of this Annual Report on Form 10-K.

Cautionary Note

The representations, warranties and covenants made by us in any agreement filed as an exhibit to this Annual
Report on Form 10-K are made solely for the benefit of the parties to the agreement, including, in some cases, for the
purpose of allocating risk among the parties to the agreement, and should not be deemed to be representations, warranties or
covenanis to or with any other parties. Moreover, these representations, warranties or covenants should not be relied upon
as accurately describing or reflecting the current state of our affairs.

PART I

Item 1. Business.
General Description of Business

Behringer Harvard Opportunity REIT I, [nc. was incorporated in November 2004 as a Maryland corporation and
will make an clection to be taxed, and qualify, as a real estate investment trust, or REIT, for federal income tax purposes,
effective for our taxable year ending December 31, 2006. As a REIT, we generally will not be subject to corporate-level
income taxes. To maintain our REIT status, we will be required, among other requirements, to distribute annually at least
90% of our “REIT taxable income,” as defined by the Internal Revenue Code (the “Code™), to our stockholders, If we fail
to qualify as a REIT in any taxable year, we would be subject to federal income tax on our taxable income at regutar
corporate tax rates.

We invest in and operate real estate or real estate related assets on an opportunistic basis. [n particular, we focus
primarily on acquiring properties that we believe have significant possibilities for short-term capital appreciation, such as
those requiring development, redevelopment or repositioning or those located in markets and submarkets with higher
volatility and high growth potential. We may acquire office, industrial, retail, hospitality, recreation and leisure,
multifamily and other propertics. We may purchase existing or newly constructed properties or properties under
development or construction, including multifamily properties for conversion into condominiums. Further, we may invest
in real estate related securities, including securities issued by other real estale companies, either for investment or in change
of control transactions completed on a negotiated basis or otherwise, We also may invest in collateralized mortgage-backed
securities, mortgage, bridge or mezzanine loans and Section 1031 tenant-in-common interests, or in entities that make
investments similar to the foregoing. We completed our first property acquisition in March 2006 and, as of December 31,
2006, we owned interests in four office properties and one mixed-use hotel and residential property and had interests in two
properties under development as a mezzanine lender, which we consolidate under Financial Accounting Standards Board
(“FASB™) Interpretation (“FIN") 46R “Consolidation of Variable Interest Entities.”” The properties are located in
Minnesota, Massachusetts, Texas, Nevada and Missouri.

We are externally managed and advised by Behringer Harvard Opportunity Advisors 1 LP, a Texas limited
parinership that was formed in November 2004 (“Behringer Opportunity Advisors™). Behringer Opportunity Advisors is
respensible for managing our day-to-day affairs and for identifying and making acquisitions and investments on our behalf.




We currently own all of our investments through Behringer Harvard Opportunity OP |, LP, a Texas limited
partnership formed in November 2004 (“Behringer Harvard OP™) or subsidiaries thereof. As of January 1, 2007, our
wholly-owned subsidiary, BHO, Inc., a Delaware corporation, was the sole general partner of Behringer Harvard OP and
owned 17 partnership units of Behringer Harvard OP for which its predecessor in interest contributed $170. As of
January 1, 2007, our wholly-owned subsidiary, BHO Business Trust, a Maryland business trust, was the only limited
partner of Behringer Harvard OP and owned approximately 18.2 million partnership units of Behringer Harvard OP for
which its predecessor in interest contributed approximately $181.9 million. Qur ownership of real estate investments
through Behringer Harvard OP is referred to as an “UPREIT.” The UPREIT structure allows us to acquire real estate
investments in exchange for limited partnership units in Behringer Harvard OP. In addition, this structure allows sellers of
properties to transfer their properties to Behringer Harvard OP in exchange for units of Behringer Harvard OP and to defer
gain recognition for tax purposes on the transfer of properties.

Our office is located at 15601 Dallas Parkway, Suite 600, Addison, Texas 75001, and our toll-free telephone
number is (866} 655-1605. The name Behringer Harvard is the property of Behringer Harvard Holdings, LLC and is used
by permission.

Public Offering of Common Stock; Use of Proceeds

Pursuant io a Registration Statement on Form S-11 filed under the Securities Act of 1933, as amended (the
“Securities Act”), and declared effective by the Securities and Exchange Commission (“SEC™) on September 20, 2005 and
a Registration Statement on Form S-11 filed pursuant to Rule 462(b) under the Securities Act on November 17, 2006 (the
*“Offering”), we are currently offering for sale to the public on a “best efforts” basis (1) a maximum of 46,587 065 shares of
our common stock at a price of $10.00 per share and (2) up to 8,000,000 additional shares pursuant (o a distribution
reinvestment plan pursuant to which our stockholders could elect 10 have their distributions reinvested in additional shares
of our common stock.

As of December 31, 2006, we had 18,202,576 shares of our common stock outstanding pursuant to the Offering,
including the effect of distribution reinvestments, redemptions, and 21,739 shares issued to Behringer Harvard Holdings,
LLC (“Behringer Harvard Holdings”). Aggregate gross offering proceeds from our Offering totaled approximately $181.3
million and net offering proceeds after selling commissions, dealer manager fees and organization and offering expenses
totaled approximately $159.8 million.

2006 Highlights
During 2006, we completed the following key transactions:

» we issued approximately 16,176,000 shares of our common stock (inclusive of distribution reinvestments and
without regard to redemptions), resulting in gross proceeds to us of approximately $161.3 million;

* we acquired interests in four office properties representing approximately 674,000 square feet for an
aggregate purchase price of approximately $63.8 million, excluding closing costs and initial escrows;

e we acquired a 95% ownership interest in a mixed-use hotel and residential property representing 251 guest
rooms, approximately 65,000 square feet of banquet and meeting space, restaurants, office space, a movie
theater, an outdoor pool, a fitness center, a spa, retail shops and 269 residential and corporate apartment units
for an initial capital obligation of $47.5 million, of which $43.4 million was funded at acquisition. We have
committed to fund a portion of development costs for the refurbishment of the hotel guest rooms and common
areas and conversion of the residential component into additional hotel guest rooms, corperate apartments and
condominium units; and

e we advanced approximately §14.2 million under mezzanine loans, with an aggregate maximum principal of
up to $22.7 million, to partially finance the development of a 376-unit and a 213-unit apartment project.

Investment Objectives
OQur investment objectives are:

» to realize growth in the value of our investments and to enhance the value we will receive upon our ultimate
sale of such investinents, or the listing of our shares for trading on a national securities exchange;

* 1o preserve, protect and return {through our ultimate sale of our investments or the listing of our shares for
trading on a national securities exchange) investors’ capital contributions;

* to grow net cash from operations such that cash is available for distributions to investors; and




* to provide investors with a return of their investment by beginning the process of liquidation and distribution
within three to six years after the termination of the Offering or by listing the shares for trading on a national
securities exchange. If we do not liquidate or obtain listing of the shares by the sixth anniversary of the
termination of the Offering, we will make an orderly disposition of our assets and distribute the cash to
investors unless a majority of the board of directors and a majority of the independent directors extends such
date.

Acquisition and Investment Policies

We seek to invest in real estate and real estate related assets, such as office, industrial, retail, hospitality, recreation
and leisure and multifamily properties, as well as property for development or redevelopment into commercial properties,
and real estate related assets, including collateralized mortgage-backed securities, mortgage, bridge or mezzanine loans and
Section 1031 tenant-in-common interests, that are supported by similar types of properties. We also may invest in real
estate related securities, including securities issued by other real estate companies, either for investment or in change of
control transactions completed on a negotiated basis or otherwise. In each case, we will target asscts that have been
identified as being opportunistic investments with significant possibilities for short-term capital appreciation. These assels
will be identified as such because of their property-specific characteristics or their market characteristics. For instance,
properties that may benefit from unique repositioning opportunities, for development or redevelopment, or which are
located in markets with higher volatility and high growth potential may present appropriate investments for us. Because
our intended approach 1o acquiring and operating properties involves more risk than comparable real estate programs that
have a targeted holding period for investments longer than ours, utilize leverage to a lesser degree or employ more
conservative investment strategies, we believe that we have a potential for a higher rate of return than comparable real
estate programs. We seek to acquire properties that we believe are likely to significantly appreciate in value during a three
to six year period following the termination of the Offering, which will be on or before September 20, 2007. We believe
that selecting and acquiring properties with an anticipated holding period that does not exceed our targeted fund life will
enable us to capitalize on the potential for increased income and capital appreciation of such properties while also providing
for a level of liquidity consistent with our investment strategy of providing either liquidity or a return of investments within
a three to six year period following the termination of the Offering. However, economic or market conditions may
influence us to hold our investments for different periods of time.

We typically make our investments in fee title or a long-term leasehold estate through Behringer Harvard OP or
indirectly through limited liability companies or through investments in joint ventures, partnerships, co-tenancies or other
co-ownership arrangements with the developers of the properties, affiliates of Behringer Opportunity Advisors or other
persons.

As of December 31, 2006, we owned interests in four office properties and one mixed-use hotel and residential
property, and we were the mezzanine lender for two apartment development properties, an investment portfolio covering
five states.

Borrowing Policies

We target to borrow up to 75% of the aggregate value of our assets if interest rates and loan terms are favorable,
Qur board of directors has adopted a policy that we will generally limit our aggregate borrowings to approximately 75% of
the aggregate value of our assets based on the contract purchase price unless substantial justification exists that borrowing a
greater amount is in our best interests, Qur policy limitation does not apply 1o individual properties and will apply only
when we have invested substantially all of our capital. As a result, we may borrow more than 75% of the asset value of any
property we acquire. While we target to borrow up to 75% of our aggregate asset value if interest rates and loan terms are
favorable, our advisor’s and its affiliates’ experience with prior real estate programs with similar opportunistic investment
strategies has been that lenders’ preferences will be to make loans of closer to 60% to 65% of the asset value of a property
of the type targeted by us until such time as the property has been successfully repositioned or redeveloped. In that event,
we target to borrow up to the maximum amount available from our lenders. Our board of directors must review our
aggregate borrowings at least quarterly. As of December 31, 2006, we had an aggregate debt leverage ratio of
approximately 34% of the aggregate value of our assets.

Distribution Pelicy

In order to qualify as a REIT for federal income tax purposes, we must distribute at least 90% of our “REIT
taxable income” to our stockholders on an annual basis. We currently intend, although we are not legally obligated, to
make regular monthly cash distributions to holders of shares of our common stock at least at the level required to maintain
our REIT status unless our results of operations, our general financial condition, general economic conditions or other
factors inhibit us from doing so. Cash distributions are authorized at the discretion of our board of directors, which is
directed, in substantial part, by its obligation to cause us to comply with the REIT requirements of the Code.




Cash distributions are paid to investors who are stockholders as of the record dates selected by our board of
directors. Our board of directors currently authorizes cash distributions on a quarterly basis, portions of which are paid on a
monthly basis. Monthiy cash distributions are paid based on daily record and distribution declaration dates. Therefore, our
investors will be entitled to be paid cash distributions beginning on the day that they purchase shares. There can be no
assurance that we will be abie to achieve expected cash flows necessary to continue to pay initially established distributions
or maintain distributions at any particular level, or that distributions will increase over time. Since we began operations,
our board of directors has declared distributions as summarized below:

Annualized Percentage Return

Approximate Amount Assuming $10.00 Per Share
Period (Rounded} Purchase Price (1)
3 Qtr. 2006 $0.0504068 per share 2%
4™ Qtr. 2006 $0.0504068 per share 2%

Special distribution as of
December 31, 2006 (2) $0.0770031 per share -

1¥ Qtr, 2007 $0.0616410 per share 2.5%
2™ Qur, 2007 $0.0747929 per share 3%

(1) The average weighted share price may be lower than $10.00 per share, and the individual percentage return may be
greater than the stated percentage, as a result of shares purchased through our distribution reinvestment plan at less than
$10.00 per share and shares issued at discounted purchase prices, such as volume discounts, per the terms of our Offering.

(2) On December 19, 2006, our board of directors approved a special distribution of approximately $1.4 million to all
common stockholders of record as of December 31, 2006. This special distribution was paid on January 26, 2007,

Tax Status

We will make an election to be taxed as a REIT for federal income tax purposes, effective for our taxable year
ending December 31, 2006, and believe that we have qualified for the year ended December 31, 2006. As long as we
qualify for taxation as a REIT, we generally will not be subject to federal income tax at the corporate level to the extent we
distribute at least 90% of our “REIT taxable income” to our stockholders on an annual basis. [f we fail to qualify as a REIT
in any taxable year, we will be subject to federal income tax (including any applicable alternative minimum tax) on our
taxable income at regular corporate rates. Unless entitled to relief under specific statutory provisions, we also will be
disqualified for taxation as a REIT for the four taxable years following the year in which we lose our qualification. Even if
we qualify as a REIT, we may be subject to certain state and local taxes on our income and property and to federal income
and excise taxes on our undistributed income.

Competition

We are subject to significant competition in seeking real estate invesiments and tenants. We compete with many
third parties engaged in real estate investment activities, including other REITs, specialty finance companies, savings and
loan associations, banks, mortgage bankers, insurance companies, mutual funds, institutional investors, investment banking
firms, lenders, hedge funds, governmental bodies and other entities. We also face competition from other real estate
investment programs, including other Behringer Harvard programs, for investments that may be suitable for us. Many of
our competitors have substantially greater financial and other resources than we have and may have substantially more
operating experience than either us or Behringer Opportunity Advisors. They also may enjoy significant competitive
advantages that result from, among other things, a lower cost of capital.

Regulations

Our investments will be subject to various federal, state and local laws, ordinances and regulations (including
those of foreign jurisdictions), including, among other things, zoning regulations, land use controls, environmental controls
relating to air and water quality, noise pollution and indirect environmental impacts such as increased motor vehicle
activity. We believe that we have all permits and approvals necessary under current law to operate our investments.

Environmental

As an owner of real estate, we are subject to various environmental laws of federal, state and local governments.
Compliance with existing laws has not had a material adverse effect on our financial condition or results of operations, and




management does not believe it will have such an impact in the future. However, we cannot predict the impact of
unforeseen environmental contingencies or new or changed laws or regulations on properties in which we hold an interest,
or on properties that may be acquired directly or indirectly in the future.

Significant Tenants

As of December 31, 2006, four of our tenants accounted for (0% or more of our aggregate annual rental revenues
from our consolidated properties. Verizon Information Services Inc., a telecommunications provider, leased approximately
57% of Ferncroft Corporate Center and accounted for rental revenue of approximately $1,510,000 since acquisition, or
approximately 32% of our aggregate rental revenues for the year ended December 31, 2006. ABC Insurance Management
Group, LLC, a multi-line insurance agency, leased approximately 52% of the Whitewater Property and accounted for rental
revenue of approximately $662,000 since acquisition, or approximately 14% of our aggregate rental revenues for the year
ended December 31, 2006. Kingsdell, L.P., our 5% unaffiliated partner in Chase Park Plaza and its hotel operator, leased
the hotel and its operations and accounted for rental revenue of approximately $629,000 since acquisition, or approximately
14% of our aggregate rental revenues for the year ended December 31, 2006. SAS Institute Inc., a privately-held software
company, leased approximately 25% of Ferncroft Corporate Center and accounted for rental revenue of approximately
$568,000 since acquisition, or approximately 12% of our aggregate rental revenues for the year ended December 31, 2006.

Employces

We have no direct employees. The employees of Behringer Opportunity Advisors and other affiliates of Behringer
Harvard Holdings perform a full range of real estate services for us, including acquisitions, property management,
accounting, legal, asset management, wholesale brokerage and investor relations services.

We are dependent on affiliates of Behringer Harvard Holdings for services that are essential to us, including the
sale of shares of our common stock, asset acquisition decisions, property management and other general administrative
responsibilities. In the event that these companies were unable to provide these services to us, we would be required to
provide such services ourselves or obtain such services from other sources.

Financial Information About Industry Segments

Our current business consists of owning, managing, operating, leasing, acquiring, developing, investing in and
disposing of real estate assets. We internally evaluate all of our real estate assets as one industry segment, and, accordingly,
we do not report segment information.

Available Information

We electronically file annual reports on Form 10-K, quarterly reports on Form 10-Q, current reports on Form 8-K
and all amendments to those reports with the SEC. We also have filed with the SEC a registrant statement in connection
with our Offering. Copies of our filings with the SEC may be obiained from our website at www.behringerharvard.com or
al the SEC’s website at www.sec.gov as soon as reasonably practicable after we file such reports with the SEC. Access to
these filings is free of charge. We are not incorporating our website or any information from the website into this Form 10-
K.

Item 1A. Risk Factors.

The factors described below represent our principal risks. Other factors may exist that we do not consider to be
significant based on information that is currently available or that we are not currently able to anticipate. QOur stockholders
or potential investors may be referred to as “you” or “your” in this ltem 1 A, “Risk Factors” section.

Risks Related to an Investment in Behringer Harvard Opportunity REIT |
We may suffer from delays in locating suitable investments, which could adversely affect the return on your investment.

Qur ability to achieve our investment objectives and to make distributions to our stockholders is dependent upon
the performance of Behringer Opportunity Advisors, or its affiliates, in the acquisition of our investments, the selection of
tenants and the determination of any financing arrangements. Except for the investments described in the Annual Report on
Form 10-K, you will have no opportunity to evaluate the terms of transactions or other economic or financial data
concerning our investments. You must rely entirely on the management ability of Behringer Opportunity Advisors and the
oversight of our board of directors. We could suffer from delays in locating suitable investments, particularly as a result of
our reliance on Behringer Opportunity Advisors at times when management of Behringer Opportunity Advisors is
simultaneously seeking to locate suitable investments for other Behringer Harvard sponsored programs, some of which may
have investment objectives and employ investment strategies that are similar to ours. Although our sponsor generally seeks
to avoid simultaneous public offerings of funds that have a substantially similar mix of fund characteristics, including
targeted investment types, investment objectives and criteria, and anticipated fund terms, there may be periods during




which one or more Behringer Harvard sponsored programs are seeking to invest in similar properties. Additionally, as a
public company, we are subject to the ongoing reporting requirements under the Securities Exchange Act of 1934, as
amended (the “Exchange Act”). Pursuant to the Exchange Act, we may be required to file with the SEC financial
statements of properties we acquire or, in certain cases, financial statements of the tenants of the acquired propenties, To
the extent any required financial statements are not available or cannot be obtained, we wiil not be able to acquire the
property. As a result, we may not be able to acquire certain propertics that otherwise would be a suitable investment. We
could suffer delays in our property acquisitions due to these reporting requirements, Delays we encounter in the selection,
acquisition and development of properties could adversely affect your returns. Furthermore, where we acquire properties
prior to the start of construction or during the early stages of construction, it will typically take several months to complete
construction and rent available space. Therefore, you could suffer delays in the receipt of distributions attributable to those
particular properties. In addition, if we are unable to invest our offering proceeds in income-producing real properties in a
timely manner, we will hold the proceeds of this offering in an interesi-bearing account, invest the proceeds in short-term,
investment-grade investments or, ultimately, liquidate. Delays in selecting, acquiring and developing properties could
adversely affect our results of operations, financial condition and ability to make distributions to you.

We may have to make expedited decisions on whether to invest in certain properties, including prior to receipt of detailed
information on the property.

In the current real estate market, our advisor and board of directors may frequently be required to make expedited
decisions in order to effectively compete for the acquisition of properties and other investments. Additicnally, we may be
required to make substantial non-refundable deposits prior to the completion of our analysis and due diligence on property
acquisitions and the actual time period during which we will be allowed to conduct due diligence may be limited. [n such
cases, the information available to our advisor and board of directors at the time of making any particular investment
decision, including the decision to pay any non-refundable deposit and the decision to consummate any particular
acquisition, may be limited, and our advisor and board of directors may not have access to detailed information regarding
any particular investment property, such as physical characteristics, environmental matters, zoning regulations or other
local conditions affecting the investment property. Therefore, no assurance can be given that our advisor and board of
directors will have knowledge of all circumstances that may adversely affect an investment. In addition, our advisor and
board of directors expect to rely upon independent consultants in connection with their evaluation of proposed investment
properties, and no assurance can be given as to the accuracy or completeness of the information provided by such
independent consultants.

If we lose or are unable to obtain key personnel, our ability ro implement our investment strategies could be delayed or
hindered.

Qur success depends to a significant degree upon the continued contributions of certain executive officers and
other key personnel, including Robert M. Behringer, who would be difficult to replace. We do not have employment
agreements with our executive officers, and we cannot guarantee that they will remain affiliated with us, Although several
of our executive officers and key employecs, including Mr. Behringer, have entered into employment agreements with
affiliates of our advisor, including Harvard Property Trust, LLC, these agreements are terminable at will, and we cannot
guarantee that such persons will remain affiliated with our advisor. If any of our key personnel were to cease their
affiliation with us, our operating results could suffer. Further, although Behringer Harvard Holdings has obtained key
person insurance on the life of Mr. Behringer, we do not intend to separately maintain key person life insurance on
Mr. Behringer or any other person. We believe that our future success depends, in large part, upon our advisor’s ability to
hire and retain highly skilled managerial, operational and marketing personnel. Competition for persons with these skills is
intense, and we cannot assure you that our advisor will be successful in attracting and retaining such skilled personnel.
Further, we have established, and intend in the future to establish, strategic relationships with firms that have special
expertise in certain services or as to real properties both nationally and in certain geographic regions. Maintaining such
relationships will be important for us to effectively compete for real properties. We cannot assure you that we will be
successful in attracting and retaining such relationships. If we lose or are unable to obtain the services of key personnel or
do not establish or maintain appropriate strategic relationships, our ability to implement our investment strategies could be
delayed or hindered.

Our rights, and the rights of our stockholders, to recover claims against our officers, directors and our advisor are
limited.

Maryland law provides that a director will not have any liability as a director if the person performs his or her
duties in good faith, in a manner he or she reasonably believes to be in our best interests and with the care that an ordinarily
prudent person in a like position would use under similar circumstances. In addition, cur charter provides that, subject to
the applicable limitations set forth therein or under Maryland law, no director or officer will be liable to us or our
stockholders for monetary damages. Our charter also provides that we will generally indemnify our directors, our officers,




our employees, our agents, our advisor and its affiliates for losses they may incur by reason of their service in those
capacities unless (1) their act or omission was material to the matter giving rise to the proceeding and was committed in bad
faith or was the result of active and deliberate dishonesty, {2) they actually received an improper personal benefit in money,
property or services, or (3) in the case of any criminal proceeding, they had reasonable cause to believe the act or omission
was unlawful. As a result, we and our stockholders may have more limited rights against our directors, officers, employees
and agents, and our advisor and its affiliates, than might otherwise exist under common law. In addition, we may be
obligated to fund the defense costs incurred by our directors, officers, employees and agents or our advisor in some cases.
However, in accordance with the Statement of Policy Regarding Real Estate Investment Trusts published by the North
American Securities Administrators Association, also known as the NASAA REIT Guidelines, our charter provides that we
may not indemnify our directors, our officers, our employees, our agents, our advisor and its affiliates unless they have
determined that the course of conduct that caused the loss or liability was in our best interests, they were acting on our
behalf or performing services for us, the liability was not the result of negligence or misconduct by our non-independent
directors, our advisor and its affiliates or gross negligence or willful misconduct by our independent directors, and the
indemnification is recoverable only out of our net assets or the proceeds of insurance and not from the stockholders.

Your investment may be subject to additional risks if we make international investments.

We may purchase real estate assets located outside the United States and may make or purchase mortgage, bridge,
mezzanine or other loans or participations in mortgage, bridge, mezzanine or other loans made by a borrower located
outside the United States or secured by property located outside the United States. These investments may be affected by
factors peculiar to the laws of the jurisdiction in which the borrower or the property is located. These laws may expose us
to risks that are different from and in addition to those commonly found in the United States, Foreign investments could be
subject to the following risks:

+ governmental laws, rules and policies including laws relating to the foreign ownership of real property or
mortgages and laws relating to the ability of foreign persons or corporations to remove profits eamed from
activities within the country to the person’s or corporation’s country of origin;

*  variations in currency exchange rates;

» adverse market conditions caused by inflation or other changes in national or local economic conditions;
s relative interest rates;

* availability, cost and terms of mortgage funds resulting from varying national economic policies;

s real estate and other tax rates and other operating expenses in a particular country where we have an
investment;

e land use and zoning laws;
s more stringent environmental laws or changes in these laws;

* social stability or other political, economic or diplomatic developments in or affecting a country where we
have an investment; and

* legal and logistical barriers to enforcing our contractual rights.

Any of these risks could have an adverse effect on our business, results of operations and ability to make
distributions to our stockholders.

We do not have substantial experience with international investments,

Neither we nor our sponsor, Behringer Harvard Holdings, or any of its affiliates has any substantial experience
investing in real property or other investments outside the United States. Although our investments in real ¢state assets to
date are located in the United States, we also expect to invest in real estate assets located outside the United States. We are
not limited as to the specific geographic regions where we may conduct our operations. We may not have the expertise
necessary to maximize the return on our intemational investments.

Risks Related to Conflicts of Interest

We will be subject to conflicts of interest arising out of our relationships with our advisor and its affiliates,
including the material conflicts discussed below.




Because a number of our affiliated real estate programs use investment strategies that are similar to ours, our executive
officers, our advisor and its executive officers face conflicts of interest relating to the purchase and leasing of properties,
and such conflicts may not be resolved in our favor.

Although our sponsor generally seeks to avoid simultancous public offerings of funds that have a substantially
similar mix of fund characteristics, including targeted investment types, investment objectives and criteria, and anticipated
fund terms, there may be periods during which one or more Behringer Harvard sponsored programs are seeking to invest in
similar properties. As a result, we may be buying properties at the same time as one or more of the other Behringer
Harvard sponsored programs managed by officers and employees of our advisor and/or its affiliates are buying properties,
and these other Behringer Harvard sponsored programs may use investment strategies that are similar to ours. OQur
affiliates, Behringer Advisors LP, Behringer Harvard Advisors | LP and Behringer Harvard Advisors 1l LP, are the advisors
to other Behringer Harvard sponsored real estate programs. Our executive officers and the executive officers of our advisor
also are the executive officers of Behringer Advisors LP, Behringer Harvard Advisors 1 LP and Behringer Harvard
Advisors Il LP and other REIT advisors, the general partners of limited partnerships and/or the advisors or fiduciaries of
other Behringer Harvard sponsored programs, and these entities are and will be under common ownership. There is a risk
that our advisor will choose a property that provides lower returns to us than a property purchased by another Behringer
Harvard sponsored program. In the event these conflicts arise, we cannot assure you that our best interests will be met
when officers and employees acting on behalf of our advisor and on behalf of managers of other Behringer Harvard
sponsored programs decide whether to allocate any particular property to us or to another Behringer Harvard sponsored
program or affiliate, which may have an investment strategy that is similar to ours. In addition, we may acquire properties
in geographic areas where other Behringer Harvard sponsored programs own properties.  [f one of the other Behringer
Harvard sponsored programs attracts a tenant that we are competing for, we could suffer a loss of revenue due to delays in
locating another suitable tenant. You will not have the opportunity to evaluate the manner in which these conflicts of
interest are resolved before or after making your investment. Similar conflicts of interest may apply if our advisors
determine to make or purchase mortgage, bridge or mezzanine loans or participations in mortgage, bridge or mezzanine
loans on our behalf, since other Behringer Harvard sponsored programs may be competing with us for such investments.

Behringer Opportunity Advisors faces conflicts of interest relating to joint ventures, tenant-in-common investments or
other co-ownership arrangements, wiich could result in a disproportionate benefit to another Belwringer Harvard
sponsored program or a third-party.

We are likely to enter into joint ventures, tenant-in-common investments or other co-ownership arrangements with
third parties as well as other Behringer Harvard sponsored programs for the acquisition, development or improvement of
properties. We also may purchase and develop properties in joint ventures or in parinerships, co-tenancies or other co-
ownership arrangements with the sellers of the properties, affiliales of the sellers, developers or other persons. Such
investments may involve risks not otherwise present with other methods of investment in real estate, including, for
example:

¢ the possibility that our co-venturer, co-tenant or partner in an investment might become bankrupt;

» the possibility that a co-venturer, co-tenant or partner in an investment might breach a loan agreement or other
agreement or otherwise, by action or inaction, act in a way detrimental to us or the investment;

s that such co-venturer, co-tenant or partner may at any time have economic or business interests or goals which
are or which become inconsistent with our business interests or goals;

s the possibility that we may incur liabilities as the result of the action taken by our partner or co-investor; or

» that such co-venturer, co-tenant or partner may be in a position to take action contrary to our instructions or
requests or contrary to our policies or objectives, including our policy with respect to qualifying and
maintaining our qualification as a REIT,

From time to time we may make an equity investment in a partnership, joint venture or other entity to which
another Behringer Harvard sponsored program has provided debt financing in the form of a mortgage, bridge or mezzanine
loan. In such an arrangement, our equity interest in the partnership, joint venture or other entity would be subordinate to
the debt interest of the other Behringer Harvard sponsored program if the partnership, joint venture or other entity were to
liquidate. Thus, the other Behringer Harvard sponsored program would have a right to receive liquidation proceeds prior to
us, and it is possible that the liquidation proceeds available would not be sufficient for us to recoup all or any of our
investment.




Actions by such a co-venturer, co-tenant or partner might have the result of subjecting the property to liabilities in
excess of those contemplated and may have the effect of reducing your returns.

Affiliates of Behringer Opportunity Advisors recently sponsored registered public offerings on behalf of Behringer
Harvard Short-Term Opportunity Fund 1 LP and Behringer Harvard Mid-Term Value Enhancement Fund | LP, which
offerings terminated on February 19, 2005, and currently are sponsoring a registered public offering on behalf of Behringer
Harvard REIT I, Inc. Mr. Behringer and affiliates of Behringer Opportunity Advisors, which are managed by substantially
the same personnel as Behringer Opportunity Advisors, serve as general partners, officers or advisors to these other
Behringer Harvard sponsored programs. Because Behringer Opportunity Advisors or its affiliates have advisory and
management arrangements with other Behringer Harvard sponsored programs, it is likely that they will encounter
opportunitics to acquire or sell properties to the benefit of one of the Behringer Harvard sponsored programs, but not
others. Behringer Opportunity Advisors or its affiliates may make decisions 10 buy or sell certain properties, which
decisions might disproportionately benefit a Behringer Harvard sponsored program other than us. In such event, our results
of operations and ability to make distributions to our stockholders could be adversely affected.

In the event that we enter into a joint venture, tenant-in-common investment or other co-ownership arrangements
with another Behringer Harvard sponsored program or joint venture, Behringer Opportunity Advisors and its affiliates may
have a conflict of interest when determining when and whether to buy or sell a particular real estate property, and you may
face certain additional risks. For example, it is anticipated that Behringer Harvard Short-Term Opportunity Fund | LP will
never have an active trading market. Therefore, if we become listed for trading on a national securities exchange, we may
develop more divergent goals and objectives from such joint venturer with respect to the sale of properties in the future. In
addition, in the event we joint venturc with a Behringer Harvard sponsored program that has a term shorter than ours, the
Joint venture may be required to sell its properties at the time of the other Behringer Harvard sponsored program’s
liquidation. We may not desire to sell the properties at such time. Although the terms of any joint venture agreement
between us and another Behringer Harvard sponsored program would grant us a right of first refusal to buy such properties,
we may not have sufficient funds to exercise our right of first refusal under these circumstances.

Because Mr, Behringer and his affiliates have sponsored other Behringer Harvard real estate funds, agreements
and transactions among us and those parties with respect to any joint venture, tenant-in-common investment or other co-
ownership arrangement between or among such parties will not have the benefit of arm’s-length negotiation of the type
normally conducted between unrelated co-venturers. Under these joint ventures, neither co-venturer may have the power to
control the venture, and under certain circumstances, an impasse could be reached regarding matters pertaining o the co-
ownership arrangement, which might have a negative influence on the joint venture and decrease potential returns to you.
In the event that a co-venturer has a right of first refusal to buy out the other co-venturer, it may be unable to finance such
buy-out at that time. If our interest is subject to a buy/sell right, we may not have sufficient cash, available borrowing
capacity or other capital resources to allow us to elect to purchase an interest of a co-venturer subject to the buy/sell right,
in which case we may be forced to sell our interest as the result of the exercise of such right when we would otherwise
prefer to keep our interest. Furthermore, we may not be able to sell our interest in a joint venture if we desire to exit the
venture for any reason or if our interest is likewise subject to a right of first refusal of our co-venturer or partner, our ability
to sell such interest may be adversely impacted by such right. In addition, to the extent that our co-venturer, partner or co-
tenant is an affiliate of Behringer Opportunity Advisors, certain conflicts of interest will exist.

Belringer Opportunity Advisors and its officers and employees and certain of our key personnel face competing
demands relating to their time, and this may cause our investment returns to suffer.

Behringer Opportunity Advisors and its officers and employees and certain of our key personnel and their
respective affiliates are general partners and sponsors of other real estate programs having investment objectives and legal
and financial obligations similar to ours and may have other business interests as well. Because these persons have
competing interests on their time and resources, they may have conflicts of interest in allocating their time between our
business and these other activities. During times of intense activity in other programs and ventures, they may devote less
time and resources to our business than is necessary or appropriate. If this occurs, the returns on our investments may
suffer.

Our officers face conflicts of interest related to the positions they hold with affiliated entities, which could diminish the
value of the services they provide to us.

Each of our executive officers, including Mr. Behringer, who also serves as the chairman of our board of directors,
also are officers of our advisor, our properly manager, our dealer manager and other affiliated entities, including Behringer
Opportunity Advisors. As a result, these individuals owe fiduciary duties to these other entities, which may conflict with
the fiduciary duties that they owe to us and cur stockholders. Conflicts with our business and interests are most likely to
arise from involvement in activities related to (1) allocation of new investments and management time and services between
us and the other entities, (2) the timing and terms of the investment in or sale of an asset, (3) development of our properties
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by affiliates, {4) investments with affiliates of our advisor, (5) compensation to our advisor, and (6) our relationship with
our dealer manager and property manager.

Your investment will be diluted upon conversion of the convertible stock.

Behringer Harvard Holdings, an affiliate of Behringer Opportunity Advisors, purchased 1,000 shares of our
convertible stock for an aggregate purchase price of $1,000. Under limited circumnstances, these shares may be converted
into shares of our common stock, resulting in dilution of our stockholders’ interest in us. The terms of the convertible stock
provide that, generally, the holder of such shares will receive shares of common stock with a value equal to 15% of the
excess of our enterprise value over the sum of the capital invested by the stockholders and a 10% cumulative, non-
compounded, annual return on such capital. The shares of convertible stock will be converted into shares of common stock
automatically if’

¢ the holders of our common stock have received distributions equal to the sum of the aggregate capital invested
by such stockholders and a 10% cumulative, non-compounded, annual return on such capital;

e the shares of common stock are listed for trading on a national securities exchange; or

e the advisory agreement expires without renewal or is terminated, other than due to a termination because of a
material breach by advisor, and at the time of or subsequent to such termination the holders of our common
stock have received aggregate distributions equal to the sum of the capital invested by such stockholders and a
10% cumulative, non-compounded, annual return on such capital contributions through the date of
conversion.

Our advisor and Mr. Behringer can influence whether we terminate the advisory agreement or allow it to expire
without renewal, or whether our common stock is listed for trading on a national securities exchange. Accordingly, our
advisor can influence both the conversion of the convertible stock issued to it and the resulting dilution of other
stockholders’ interests.

The convertible shares issued to an affiliate of our advisor may be worth 15% af the excess of our enterprise value over
the sum of the capital invested by our stockholders and a 10% cumulative, non-compounded, annual return.

We have issued 1,000 shares of our convertible stock to an affiliate of Behringer Opportunity Advisors for an
aggregate purchase price of $1,000. As described above, under limited circumstances, these shares may be converted into
shares of our common stock. The terms of the convertible stock provide that, generally, the holder of such shares will
receive shares of common stock with a value on the date of deiermination of the number of shares issuable upon such
conversion equal to 15% of the excess of our enterprise value over the sum of the capital invested by the stockholders and a
10% cumulative, non-compounded, annual return on such capital. As a result, following conversion, the holder of the
convertible stock will be entitled to a substantial portion of amounts distributable to our stockholders.

Behringer Opportunity Advisors faces conflicts of interest relating to the incentive fee structure under our advisory
agreement, which could result in actions that are not necessarily in the long-term best interests of our stockholders.

Under our advisory agreement, Behringer Opportunity Advisors is entitled to fees that are structured in a manner
intended to provide incentives to our advisor to perform in our best interests and in the best interests of our stockholders.
However, because our advisor does not maintain a significant equity interest in us and is entitled to receive substantial
minimum compensation regardless of performance, our advisor’s interests are not wholly aligned with those of our
stockholders. In that regard, our advisor could be motivated to recommend riskier or more speculative investments in order
for us to generate the specified levels of performance or sales proceeds that would entitle our advisor to fees. In addition,
our advisor's entitlement to fees upon the sale of our assets and to participate in sale proceeds could result in our advisor
recommending sales of our investments at the earliest possible time at which sales of investments would preduce the level
of return that would entitle the advisor to compensation relating to such sales, even il continued ownership of those
investments might be in our best long-term interest. The terms of our convertible stock provide for its conversion into
shares of common stock in the event we terminate the advisor prior to the listing of our shares for trading on an exchange
or, absent such listing, in respect of its participation in net sales proceeds.

The terms of our advisory agreement require us to pay a performance-based termination fee to our advisor
(reduced by the value of shares of common stock issued or issuable upon conversion of our convertible stock) in the event
that the advisory agreement expires without renewal or is terminated, other than because of a material breach by the
advisor; the holders of the common stock have received distributions equal to the sum of the capital invested by such
stockholders and a 10% cumulative, non-compeunded, annual return; or the shares of common stock are listed for trading
on a national securities exchange. To avoid the conversion of our convertible stock and/or paying this fee, our independent
ditectors may decide against terminating the advisory agreement prior to the listing of our shares or disposition of our
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investments even if, but for the termination fee, termination of the advisory agreement would be in our best interest. In
addition, the conversion feature of our convertible stock and the requirement of the advisory agreement to pay a fee to our
advisor at termination could cause us to make different investment or disposition decisions than we would otherwise make,
in order to avoid the stock conversion and the fee payment. Moreover, our advisor has the right to terminate the advisory
agreement upon a change of control of our company and thereby trigger the payment of the performance fee and the
conversion of the convertible stock, which could have the effect of delaying, deferring or preventing the change of control.

Because we rely on affiliates of Behringer Harvard Holdings for the provision of advisory, property management and
dealer manager services, if Behringer Harvard Holdings is unable to meet its obligations we may be required to find
alternative providers of these services, which could result in a disruption of our business.

Behringer Harvard Holdings, through one or more of its subsidiaries, owns and controls our advisor, HPT
Management Services LP (“HPT Management”), our management company, and Behringer Securities LP (“Behringer
Securities”), the dealer manager of this offering. The operations of our advisor, HPT Management and Behringer Securities
represent a substantial majority of the business of Behringer Harvard Holdings. In light of the common ownership of these
entities and their importance to Behringer Harvard Holdings, we consider the financial condition of Behringer Harvard
Holdings when assessing the financial condition of our advisor, HPT Management and Behringer Securities. While we
believe that Behringer Harvard Holdings currently has adequate cash availability from both funds on hand and borrowing
capacity through its existing credit facilities in order to meet its obligations, its continued viability may be affected by its
ability to continue to successfully sponsor and operate real estate programs. In the event that Behringer Harvard Holdings
would be unable to meet its obligations as they become due, we might be required to find alternative service providers,
which could result in disruption of our business.

Risks Related to Our Business in General
A limit on the number of shares a person may own may discourage a takeover,

OQur charter, with certain exceptions, authorizes our directors to take such actions as are necessary and desirable to
preserve our qualification as a REIT. Unless exempted by our board of directors, no person may own more than 9.8% of
our outstanding common stock, This restriction may have the effect of delaying, deferring or preventing a change in
controd of us, including an extraordinary transaction (such as a merger, tender offer or sale of all or substantially all of our
assets) that might provide a premium price for holders of our common stock.

Cur charter permits our board of directors to issue stock with terms that may subordinate the rights of the holders of our
current common stock or discourage a third-party from acquiring us.

Qur charter permits our board of directors to issue up to 400,001,000 shares of capital stock. Our board of
directors, without any action by our stockholders, may (1) increase or decrease the aggregate number of shares, (2} increase
or decrease the number of shares of any class or series we have authority to issue or (3} classify or reclassify any unissued
common stock or preferred stock and establish the preferences, conversion or other rights, voting powers, restrictions,
limitations as to distributions, qualifications, or terms or conditions of redemption of any such stock. Thus, our board of
directors ceuld authorize the issuance of such stock with terms and conditions that could subordinate the rights of the
holders of our current common stock or have the effect of delaying, deferring or preventing a change in control of us,
including an extraordinary transaction (such as a merger, tender offer or sale of all or substantially all of our assets) that
might provide a premium price for holders of our common stock.

Maryland law prohibits certain business combinations, which may make it more difficult for us to be acquired,

Under Maryland law, “business combinations” between a Maryland corporation and an interested stockholder or
an affiliate of an interested stockholder are prohibited for five years after the most recent date on which the interested
stockholder becomes an interested stockholder. These business combinations include a merger, consolidation, share
exchange, or, in circumstances specified in the statute, an asset transfer or issuance or reclassification of equity securities.
An interested stockholder is defined as:

s any person who beneficially owns 10% or more of the voting power of the corporation’s shares; or

s an affiliate or associate of the corporation who, at any time within the two-year period prior to the date in
question, was the beneficial owner of {0% or more of the voting power of the then outstanding voting stock of
the corporation.

A person is not an interested stockholder under the statute if the board of directors approved in advance the
transaction by which he otherwise would have become an interested stockholder. However, in approving a transaction, the
board of directors may provide that its approval is subject to compliance, at or after the time of approval, with any terms
and conditions determined by the board.
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After the five-year prohibition, any business combination between the Maryland corporation and an interested
stockholder generally must be recommended by the board of directors of the corporation and approved by the affirmative
vote of at least:

s 80% of the votes entitled to be cast by holders of outstanding shares of voting stock of the corporation; and

e two-thirds of the votes entitled to be cast by holders of voting stock of the corporation other than shares held
by the interested stockholder with whom or with whose affiliate the business combination is to be effected or
held by an affiliate or associate of the interested stockholder.

These super-majority vote requirements do not apply if the corporation’s common stockholders receive a
minimum price, as defined under Maryland law, for their shares in the form of cash or other consideration in the same form
as previously paid by the interested stockhoider for its shares. The business combination statute may discourage others
from trying to acquire control of us and increase the difficulty of consummating any offer.

Maryland law also limits the ability of a third-party to buy a large stake in us and exercise voting power in electing
directors,

Maryland law provides a second anti-takeover statute, its Control Share Acquisition Act, which provides that
“control shares” of a Maryland corporation acquired in a “control share acquisition” have no voting rights except to the
extent approved by the corporation’s disinterested stockholders by a vote of two-thirds of the votes entitled to be cast on the
matter. Shares of stock owned by interested stockholders, that is, by the acquirer, by officers or by directors who are
employees of the corporation, are excluded from shares entitled to vote on the matter. “Control shares” are voting shares of
stock that would entitle the acquirer to exercise voting power in electing directors within specified ranges of voting power.
Control shares do not include shares the acquiring person is then entitled to vote as a result of having previously obtained
stockholder approval, A “control share acquisition” means the acquisition of control shares. The control share acquisition
statute does not apply (a) to shares acquired in a merger, consolidation or share exchange if the corporation is a party to the
transaction or (b) to acquisitions approved or exempted by the articles of incorporation or bylaws of the corporation. Qur
bylaws contain a provision exempting from the Control Share Acquisition Act any and all acquisitions by any person of
shares of our stock. We can offer no assurance that this provision will not be amended or eliminated at any time in the
future. This statute could have the effect of discouraging offers from third parties to acquire us and increasing the difficulry
of successfully completing this type of offer by anyone other than our affiliates or any of their affiliates.

Qur investment return may be reduced if we are required to register as an investment company under the Investment
Company Act.

We are not registered as an investment company under the Investment Company Act of 1940, as amended (the
“Investment Company Act”). If we were obligated to register as an investrment company, we would have to comply with a
variety of substantive requirements under the Investment Company Act imposing, among other things:

+ limitations on capital structure;
s restrictions on specified investments;
« prohibitions on transactions with affitiates; and

s compliance with reporting, record keeping, voting, proxy disclosure and other rules and regulations that
would significantly change our operations.

In order to maintain our exemption from regulation under the Investment Company Act, we must engage primarily
in the business of buying real estate, and these investments must be made within a year after the Offering ends. [If we are
unable to invest a significant poriion of the proceeds of the Offering in properties within one year of the termination of the
Offering, we may avoid being required to register as an investment company by temporarily investing any unused proceeds
in government securities with low returns. This would reduce the cash available for distribution to investors and possibly
lower your returns.

To maintain compliance with the Investment Company Act exemption, we may be unable 1o sell assets we would
otherwise want to sell and may need to sell assets we would otherwise wish to retain. In addition, we may have to acquire
additional income or loss generating assets that we might not otherwise have acquired or may have to forgo opportunities to
acquire interests in companies that we would otherwise want to acquire and would be important to our invesiment strategy.
If we were required to register as an investment company but failed to do so, we would be prohibited from engaging in our
business, and criminat and civil actions could be brought against us. In addition, our contracts would be unenforceable
unless a court were to require enforcement, and a court could appoint a receiver to take control of us and liquidate our




business. Registration as an investment company could have a material adverse cffect on our business, results of
operations, financial condition and ability to pay distributions to you.

You are bound by the majority vote on matters on which you are entitled to vote.

You may vote on cettain matters at any annual or special meeting of stockholders, including the election of
directors. However, you will be bound by the majority vote on matters requiring approval of a majority of the stockholders
even if you do not vote with the majority on any such matter.

Stockholders have limited control over changes in our policies and operations.

Qur board of directors determines our major policies, including our policies regarding financing, growth, debt
capitalization, REIT qualification and distributions. Qur board of directors may amend or revise these and other policies
without a vote of the stockholders, Under the Maryland General Corporation Law and our charter, our stockholders have a
right to vote only on the following:

s the election or removal of directors;

s any amendment of our charter {including a change in our investment objectives), except that our board of
directors may amend our charter without stockholder approval to increase or decrease the aggregate number
of our shares, to increase or decrease the number of our shares of any class or series that we have the authority
to issue, or to classify or reclassify any unissued shares by setting or changing the preferences, conversion or
other rights, restrictions, limitations as to distributions, qualifications or terms and conditions of redemption of
such shares, and to effect certain amendments permitted under Maryland law;

*  our liguidation or dissolution;

s areorganization as provided in our charter; and

s any merger, consolidation or sale or other disposition of substantially all of our assets.
All other matters are subject to the discretion of our board of directors.

Our board of directors may change our investment policies without stockholder approval, which could alter the nature
of your investment.

Our charter requires that our independent directors review our investment policies at least annually to determine
that the policies we are following are in the best interest of the stockholders. These policics may change over time. The
methods of implementing our investment policies may also vary, as new investment techniques are developed. Our
investment policies, the methods for their implementation, and our other objectives, policies and procedures may be altered
by our board of directors without the approval of our stockholders. As a result, the nature of your investment could change
without your consent.

You are limited in your ability to sell your shares pursuant to the share redemption program.

Any stockholder requesting repurchase of their shares pursuant to the share redemption program will be required
10 certify to us that such steckholder acquired the shares by either (1) a purchase directly from us or (2) a transfer from the
original subscriber by way of a bona fide gift not for value to, or for the benefit of, a member of the subscriber’s immediate
or extended family or through a transfer to a custodian, trustee or other fiduciary for the account of the subscriber or his
immediate or extended family in connection with an estate planning transaction, including by bequest or inheritance upon
death or by operation of law. You should be fully aware that our share redemption program contains certain restrictions
and limitations. Shares may be redeemed on a quarterly basis, pro rata among all stockholders requesting redemption in
such quarter, with a priority given to redemptions upon the death or disability of a stockholder, next to stockholders who
demonstrate, in the discretion of our board of directors, another involuntary exigent circumstance, such as bankruptcy, next
1o stockholders subject to a mandatory distribution requirement under such stockholder’s IRA and, finally, to other
redemption requests. We will not redeem in excess of 5% of the weighted average number of shares outstanding during the
twelve-month period immediately prior to the date of redemption. Our board of directors will determine from time to time,
and at least quarterly, whether we have sufficient excess cash to repurchase shares. Generally, the cash available for
redemption will be limited to proceeds from our distribution reinvestment plan plus 1% of the operating cash flow from the
previous fiscal year (to the extent positive), Further, our board of directors reserves the right to reject any request for
redemption or to terminate, suspend, or amend the share redemption program at any time. Therefore, in making a decision
to purchase shares of our common stock, you should not assume that you will be able to sell any of your shares back to us
pursuant to our share redemplion program.



If you are able to resell your shares to us pursuant to our redemption program, you will likely receive substantially less
than the fair market value for your shares.

Other than redemptions following the death or disability of a stockholder, the purchase price for shares we
repurchase under our redemption program will equal (1) prior to the time we begin having appraisals performed by an
independent third party, the amount by which {(a) the lesser of (i) 90% of the average price the original purchaser or
purchasers of your shares paid to us for all of your shares (as adjusted for any stock dividends, combinations, splits,
recapitalizations and the like with respect to our common stock) or (if) 90% of the offering price of shares in our most
recent offering excecds (b) the aggregate amount of net sale proceeds per share, if any, distributed to investors prior to the
redemption date as a result of the sale of one or more of our properties; or (2) after we begin obtaining appraisals performed
by an independent third party, the lesser of (i) 100% of the average price the original purchaser or purchasers of your shares
paid for all of your shares (as adjusted for any stock dividends, combinations, splits, recapitalizations and the like with
respect to our common stock) or (ii) 90% of the net asset value per share, as determined by the most recent appraisal.
Accordingly, yvou would likely receive less by selling your shares back to us than you would receive if’ our investments
were sold for their estimated values and such proceeds were distributed in our liquidation, and even if you have your shares
purchased by a subsequent third-party purchaser, you will likely receive substantially less than the underlying asset value of
your shares.

Your interest in Behringer Harvard Opportunity REIT I will be diluted if we issue additional shares.

Stockholders do not have preemptive rights to any shares issued by us in the future. Qur charter currently has
authorized 400,001,000 shares of capital stock, of which 350,000,000 shares are designated as common stock, 1,000 shares
are designated as convertible stock and 50,000,000 are designated as preferred stock. Subject to any limitations set forth
under Maryland law, our board of directors may increase the number of authorized shares of capital stock, increase or
decrease the number of shares of any class or series of stock designated, or reclassify any unissued shares without the
necessity of obtaining stockholder approval. All of such shares may be issved in the discretion of our board of directors.
Stockholders will likely experience dilution of their equity investment in us in the event that we (1) sell additional shares in
the Offering or sell additional shares in the future, including those issued pursuant to the distribution reinvestment plan, (2)
sell securities that are convertible into shares of our common stock, (3) issue shares of our commeon stock in a private
offering of securities to institutional investors, (4) issue shares of common stock upon the conversion of our convertible
stock, (5) issue shares of our common stock upon the exercise ol any options granted to our independent directors or
employees of Behringer Opportunity Advisors and HPT Management or their affiliates, (6) issue shares to Behringer
Opportunity Advisors, its successors or assigns, in payment of an outstanding fee obligation as set forth under our advisory
agreement, or (7) issue shares of our common stock to sellers of properties acquired by us in connection with an exchange
of limited partnership interests of Behringer Harvard OP. In addition, the partnership agreement for Behringer Harvard OP
contains provisions which would allow, under certain circumstances, other entities, including other Behringer Harvard
sponsared programs, to merge into or cause the exchange or conversion of their interest for interests of Behringer Harvard
OP. Because the limited partnership interests of Behringer Harvard OP may be exchanged for shares of our common stock,
any merger, exchange or conversion between Behringer Harvard OP and another entity ultimately could result in the
issuance of a substantial number of shares of our common stock, thereby diluting the percentage ownership interest of other
stockholders. Because of these and other reasons described in this “Risk Factors™ section, you should not expect to be able
to own a significant percentage of our shares.

Payment of fees to Behringer Opportunity Advisors and its affiliates will reduce cash available for investment and
payment of distributions.

Behringer Opportunity Advisors and its affiliates perform services for us in connection with the seiection and
acquisition of our investments, the management and leasing of our properties, the servicing of our mortgage, bridge or
mezzanine loans and the administration of our other investments. They will be paid substantial fees for these services,
which will reduce the amount of cash available for investment in properties or distributions to stockholders.

We may be restricted in our ability to replace our property manager under certain circumstances.

Under the terms of our property management agreement, we may lerminate the agreement upon 30 days’ notice in
the event of (and only in the event of} a showing of willful misconduct, gross negligence, or deliberate malfeasance by the
property manager in the performance of the property manager’s duties. Our board of directors may find the performance of
our property manager to be unsatisfactory. However, such performance by the property manager may not reach the level of
“willful misconduct, gross negligence, or deliberate malfeasance,” As a result, we may be unable to terminate the property
management agreement at the desired time, which may have an adverse effect on the management and profitability of our
properties.

16




Distributions may be paid from capital and there can be no assurance that we will be able to achieve expected cash flows
necessary to continue to pay initially established distributions or maintain distributions at any particular level, or that
distributions will increase over time.

There are many factors that can affect the availability and timing of cash distributions to stockholders.
Distributions generally will be based upon such factors as the amount of cash available or anticipated to be available, real
estate securities, mortgage, bridge or mezzanine loans and other investments, current and projected cash requirements and
tax considerations, Because we may receive income from interest or rents at various times during our fiscal year,
distributions paid may not reflect our income earned in that particular distribution period. The amount of cash available for
distributions will be affected by many factors, such as our ability to buy properties as offering proceeds become available,
the income from those properties and mortgages and yields on securities of other real estate programs that we invest in, and
our operating expense levels, as well as many other variables. Actual cash available for distributions may vary
substantially from estimates. We can give no assurance that we will be able to achieve our anticipated cash flow or that
distributions will increase over time. Nor can we give any assurance that rents from the properties will increase, that the
securilies we buy will increase in value or provide constant or increased distributions over time, that loans we make will be
repaid or paid on time, or that future acquisitions of real properties, mortgage, bridge or mezzanine loans or our investments
in securities will increase our cash availabte for distributions to stockholders. Our actual results may difter significantly
from the assumptions used by our board of directors in establishing the distribution rates to stockholders.

Many of the factors that can affect the availability and timing of cash distributions to stockholders are beyond our
control, and a change in any one factor could adversely affect our ability to pay future distributions, For instance:

« If one or more tenants defaults or terminates its lease, there could be a decrease or cessation of rental
payments, which would mean less cash available for distributions.

*  Any failure by a borrower under our mortgage, bridge or mezzanine loans to repay the loans or interest on the
loans will reduce our income and distributions to stockholders.

¢  Cash available for distributions may be reduced if we are required to spend money to correct defects or to
make improvements to properties,

e  Cash available to make distributions may decrease if the assets we acquire have lower yields than expected.

e  There may be a delay between the sale of the common stock and our purchase of real properties. During that
time, we may invest in lower yielding short-term instruments, which could result in a lower yield on your
investment.

s If we lend money to others, such funds may not be repaid in accordance with the loan terms or at all, which
could reduce cash available for distributions.

s  Federal income tax laws require REITs to distribute at least 90% of their taxable income to stockholders. This
limits the earnings that we may retain for corporate growth, such as property acquisition, development or
expansion and makes us more dependent upon additional debt or equity financing than corporations that are
not REIiTs. If we borrow more funds in the future, more of our operating cash will be needed to make debt
payments and cash available for distributions may therefore decrease,

¢ In connection with future property acquisitions, we may issue additional shares of common stock, operating
partnership units or interests in other entities that own our properties. We cannot predict the number of shares
of common stock, units or interests which we may issue, or the effect that these additional shares might have
on cash available for distributions to you. If we issue additional shares, they could reduce the cash avaitable
tor distributions to you.

*  We make distributions o our stockholders to comply with the distribution requirements of the Code and to
eliminate, or at least minimize, exposure to federal income taxes and the nondeductible REIT excise tax.
Differences in timing between the receipt of income and the payment of expenses, and the effect of required
debt payments, could require us to borrow funds on a short-term basis to meet the distribution requirements
that are necessary to achieve the tax benefits associated with qualifying as a REIT.

In addition, our board of directors, in its discretion, may retain any portion of our cash on hand for working
capital. We cannot assure you that sufficient cash will be available to make distributions to you.




Until we generate operating cash flow sufficient to make distributions to our stockholders, we may make all or a
substantial portion of our distributions from other sources in anticipation of future cash flow, which may reduce the
amount of capital we ultimately invest and negatively impact the value of your investment.

We expect that cash distributions to our stockholders generally will be based principally on cash available or
anticipated from the operations of our propertics, real estate securitics, mortgage, bridge or mezzanine loans and other
investments. However, uniil we generate operating cash flow sufficient to make distributions to our stockholders, some or
all of our distributions will be paid from other sources, such as offering proceeds, cash advanced to us by, or
reimbursements for expenses from, our advisor and proceeds from borrowings in anticipation of future cash flow.
Accordingly, the amount of distributions paid at any time may not reflect current cash flow from operations. To the extent
distributions are paid from offering proceeds or from borrowings, we will have less capital available to invest in properties,
which may negatively impact our ability to make investments and substantially reduce current returns and capital
appreciation. [n that event, the value of your investment in us could be impaired.

Adverse economic conditions will negatively affect our returns and profitability,

Our operating results may be affected by the following market and economic challenges, which may result from a
continued or exacerbated general economic slowdown experienced by the nation as a whole or by the local economies
where our properties may be located:

¢ poor economic conditions may result in defaults by tenants of our properties and borrowers under our
mortgage, bridge or mezzanine loans;

* job transfers and layoffs may cause vacancies to increase;
e increasing concessions or reduced rental rates may be required to maintain occupancy levels; and

* increased insurance premiums may reduce funds available for distribution or, to the extent such increases are
passed through to tenants, may lead to tenant defaults. Also, increased insurance premiums may make it
difficult to increase rents to tenants on turnover, which may adversely affect our ability to increase our
retums.

The length and severity of any economic downturn cannot be predicted. QOur operations could be negatively
affected to the extent that an economic downturn is prolonged or becomes more severe.

The public programs sponsored by Behringer Harvard Holdings have experienced losses in the past, and we may
experience similar losses.

Historically, each of the public programs sponsored by Behringer Harvard Holdings has experienced losses during
the first several quarters of its operation. Many of these losses can be attributed to initial start-up costs and operating costs
incurred prior to purchasing properties or making other investments that generate revenue. We face similar circumstances
and thus have experienced similar losses and we may continue to do so in the future. As a result, we cannot assure you that
we will be profitable or that we will realize growth in the value of our real estate properties.

We are uncertain of our sources for funding of future capital needs, which could adversely affect the value of our
investments.

Substantially all of the gross proceeds of the Offering will be used to make investments in real estate and real
related assets, to pay various fees and expenses and to establish an initial working capital reserve of at least 1% of the
contract price of the properties we acquire, which we expect will equal approximately 0.9% of the gross proceeds from the
Offering, assuming no debt financing. In addition to any reserves we establish, a lender may require cscrow of working
capital reserves in excess of our established reserves. [f these reserves are insufficient to meet our cash needs, we may have
to obtain financing from either affiliated or unaffiliated sources to fund our cash requirements. Accordingly, in the event
that we develop a need for additional capital in the future for the improvement of our properties or for any other reason, we
have not identified any sources for such funding, and we cannot assure you that such sources of funding will be available to
us for potential capital needs in the future.

To hedge against exchange rate and interest rate fluctuations, we may use derivative financial instruments that may be
costly and ineffective and may reduce the overall returns on your investment.

We may use derivative financial instruments to hedge exposures to changes in exchange rates and interest rates on
loans secured by our assets and investments in collateralized mortgage-backed securities. Derivative instruments may
include interest rate swap contracls, interest rate cap or floor contracts, futures or forward contracts, options or repurchase
agreements. Our actual hedging decisions will be determined in light of the facts and circumstances existing at the time of
the hedge and may differ from time to time.
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To the extent that we use derivative financial instruments to hedge against exchange rate and interest rate
fluctuations, we will be exposed to credit risk, basis risk and legal enforceability risks. In this context, credit risk is the
failure of the counterparty to perform under the terms of the derivative contract. 1f the fair value of a derivative contract is
positive, the counterparty owes us, which creates credit risk for us. We intend to manage credit risk by dealing only with
major financial institutions that have high credit ratings. Basis risk occurs when the index upon which the contract is based
is more or less variable than the index upon which the hedged asset or liability is based, thereby making the hedge less
effective. We intend to manage basis risk by matching, to a reasonable extent, the contract index to the index upon which
the hedged asset or liability is based. Finally, legal enforceability risks encompass general contractual risks, including the
risk that the counterparty will breach the terms of, or fail 1o perform its obligations under, the derivative contract. We
intend to manage legal enforceability risks by ensuring, to the best of our ability, that we contract with reputable
counterparties and that each counterparty complies with the terms and conditions of the derivative contract, If we are
unable 1o manage these risks effectively, our results of operations, financial condition and ability to pay distributions to you
will be adversely affected.

Complying with REIT requirements may limit our ability to hedge risk effectively.

The REIT provisions of the Code may limit our ability to hedge the risks inherent to our operations. Under current
law, income that we generate from derivatives or other transactions intended to hedge our interest rate risk may constitute
income that does not qualify for purposes of the 75% income requirement applicable to REITs, and also may be treated as
nonqualifying income for purposes of the 95% income test also applicable to REITs unless specified requirements are met.
In addition, any income from forcign currency or other hedging transactions may constitute nonqualifying income for
purposes of both the 75% and 95% income tests. As a result of these rules, we may have to limit the use of hedging
techniques that might otherwise be advantageous, which could result in greater risks associated with interest rate or other
changes than we would otherwise incur,

The State of Texas recenily enacted legislation that creates a new “margin tax" and decreases state property taxes. This
tax reform could result in decreased reimbursable expenses from tenants, and increased taxes on our operations, which
could reduce the cash available for distribution to you,

in May 2006, the State of Texas enacted legislation which replaces the current franchise tax with a new “margin
1ax,” which is effective for calendar years beginning after December 31, 2006, The new legislation expands the number of
entities covered by the current Texas franchise tax, and specifically includes limited partnerships as subject to the new
margin tax. The tax generally will be 1% of an entity’s taxable margin, which is the part of an entity’s total revenue less
applicable deductions apportioned to Texas. In May 2006, the State of Texas also enacted legislation that reduces the state
property tax. As a result of this new Texas property tax legislation, reimbursable expenses from tenants at the property
level may decrease, due to decreased property taxes. We hold assets in Texas. As a consequence, the new margin tax,
combined with the decrease of reimbursable expenses due to the decreased property tax, could reduce the amount of cash
we have available for distribution to you.

General Risks Related to Investments in Real Estate

As a result of our higher risk opportunistic property acquisition strategy, we cannot assure you that we will be profitable
or that we will realize growth in the value of our real estate properties.

Our strategy for acquiring properties may involve the acquisition of properties in markets that are depressed or
overbuilt and/or have high growth potential in real estate lease rates and sale prices. As a result of our investment in these
types of markets, we will face increased risks relating to changes in local market conditions and increased competition for
similar properties in the same market, as well as increased risks that these markets will not recover and the value of our
properties in these markets will not increase, or will decrease, over time. For these and other reasons, we cannot assure you
that we will be profitable or that we will realize growth in the value of our real estate properties, and as a result, our ability
to make distributions to our stockholders could be affected. Our intended approach to acquiring and operating income-
producing properties involves more risk than comparable real estate programs that have a targeted holding period for
investments longer than ours, utilize leverage to a lesser degree and/or employ more conservative investment strategies.

Our operating results will be affected by economic and regulatory changes that have an adverse impact on the real
estate market in general, and we cannot assure you that we will be profitable or that we will realize growth in the value
of our real estate properties.

Qur operating results will be subject to risks generally incident to the ownership of real estate, including:
+ changes in general economic or local conditions;

»  changes in supply of or demand for similar or competing properties in an area;
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s  ability 1o collect rent from tenants;

s changes in interest rates and availability of permanent mortgage funds which may render the sale of a property
difficuit or unattractive;

s the illiquidity of real estate investments generally;
¢ changes in tax, real estate, environmental and zoning laws; and
e periods of high interest rates and tight money supply.

For these and other reasons, we cannot assure you that we will be profitable or that we will realize growth in the
value of our real estate properties.

If we have limited diversification of the geographic locations of our properties, our operating results will be affected by
economic changes that have an adverse impact on the real estate market in those areas.

The properties acquired by certain other Behringer Harvard sponsored programs that have investment objectives
similar to ours generally have been located in the Southwest United States, and more specifically, in the Dallas, Texas
metropolitan area. This is particularly true of Behringer Harvard Short-Term Opportunity Fund [ LP. Based upon the
anticipated holding period of our properties, the current real estate market in the Dallas, Texas metropelitan area, and the
experience of Behringer Opportunity Advisors and its affiliates with the real estate market in this geographic area, we
anticipate that a number of our future property acquisitions may be located in this geographic area. In the event that most
of our properties are located in this geographic area, our operating results and ability to make distributions are likely to be
impacted by economic changes affecting the real estate markets in the area. Your investment will be subject (o greater risk
to the extent that we lack a geographically diversified portfolio of properties.

Properties that have significant vacancies conld be difficult to sell which could diminish the return on your investment.

A property may incur vacancies either by the continued default of tenants under their leases or the expiration of
tenant leases. I vacancies continue for a long period of time, we may suffer reduced revenues resuiting in decreased
distributions to stockholders. In addition, the value of the property could be diminished because the market value of a
particular property will depend principally upon the value of the leases of such property.

Many of our investments are dependent on tenants for revenue, and lease terminations could reduce our distributions to
our stockholders.

The success of our real property investments often will be materially dependent on the financial stability of our
tenants. Lease payment defaults by tenants could cause us to reduce the amount of distributions to stockholders. A default
by a significant tenant on its lease payments to us would cause us to lose the revenue associated with such lease and cause
us to have to find an alternative source of revenue to meet mortgage payments and prevent a foreclosure if the property is
subject 1o a2 morigage. In the event of a tenant default, we may experience delays in enforcing our rights as landlord and
may incur substantial costs in protecting our investment and re-letting our property. If significant leases are terminated, we
cannot assure you that we will be able to lease the property for the rent previously received or sell the property without
incurring a loss. Additionally, loans that we make generally will relate to real estate. As a result, the borrower’s ability to
repay the loan may be dependent on the financial stability of the tenants leasing the related real estate.

We may be unable to secure funds for future tenant improvements, which could adversely impact our ability to make
cash distributions to our stockholders.

When tenants do not renew their leases or otherwise vacate their space, it is usual that, in order to attract
replacement tenants, we will be required to expend substantial funds for tenant improvements and tenant refurbishments to
the vacated space. If we have insufficient working capital reserves, we will have to obtain financing from other sources.
We intend to establish initial working capital reserves of at least 1% of the contract price of the properties we acquire. In
addition to any reserves we establish, a lender may require escrow of working capital reserves in excess of our established
reserves. If these reserves or any reserves otherwise established are designated for other uses or are insufficient to meet our
cash needs, we may have to obtain financing from either affiliated or unaftiliated sources to fund our cash requirements.
We cannot assure you that sufficient financing will be available or, if available, will be available on economically feasible
terms or on terms acceptable to us. Moreover, certain reserves required by lenders may be designated for specific uses and
may not be available for working capital purposes such as future tenant improvements. Additional borrowing for working
capital purposes will increase our interest expense, and therefore our financial condition and our ability to make cash
distributions to our stockholders may be adversely affected.
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We may be unable to sell a property if or when we decide to do so, which could adversely impact our ability to make cash
distributions to our stockholders.

We intend to hold the various real properties in which we invest until such time as Behringer Opportunity
Advisors determines that a sale or other disposition appears (o be advantageous to achieve our investment objectives or
until it appears that such objectives will not be met. Otherwise, Behringer Opportunity Advisors, subject to approval of our
board of directors, may exercise its discretion as to whether and when to sell a property, and we will have no obligation to
sell properties at any particular time, except upon our liquidation if we do not cause the shares to be listed for trading on a
national securities exchange by the sixth anniversary of the termination of the Offering, unless a majority of the board of
directors and a majority of the independent directors agree to extend such date. The real estate market is affected, as
discussed above, by many factors, such as general economic conditions, availability of financing, interest rates and other
factors, including supply and demand, that are beyond our control. We cannot predict whether we will be able to sell any
property for the price or on the terms set by us, or whether any price or other terms offered by a prospective purchaser
would be acceptable to us. We cannot predict the length of time needed to find a willing purchaser and to close the sale of
a property. If we are unable (o sell a property when we determine to do so, it could have a significant adverse effect on our
cash flow and results of operations.

Uninsured losses relating to real property or excessively expensive premiums for insurance coverage may adversely
affect your returns.,

Behringer Opportunity Advisors will attempt to ensure that all of our properties are adequately insured to cover
casualty losses. The nature of the activities at certain properties we may acquire will expose us and our operators to
potential liability for personal injuries and, in certain instances, such as with marinas, property damage claims. For
instance, marina business activities are customarily subject to various hazards, including gasoline or other fuel spills, fires,
drownings and other water-related accidents, boat storage rack collapses and other dangers relatively common in the marina
industry. In addition, there are types of losses, generally catastrophic in nature, such as losses due to wars, acts of
terrorism, earthquakes, floods, hurricanes, pollution or environmental matters, which are uninsurable or not economically
insurable, or may be insured subject to limitations, such as large deductibles or co-payments. Insurance risks associated
with potential terrorism acts could sharply increase the premiums we pay for coverage against property and casualty claims.
Mortgage lenders generally insist that specific coverage against terrorism be purchased by commercial property owners as a
condition for providing morigage, bridge or mezzanine loans. [t is uncertain whether such insurance policies wil} continue
to be available, or be available at reasonable cost, which could inhibit our ability to finance or refinance our properties. In
such instances, we may be required to provide other financial support, either through financial assurances or self-insurance,
to cover potential losses. We cannot assure you that we will have adequate coverage for such losses. In the event that any
of our properties incurs a casualty loss that is not fully covered by insurance, the value of our assets will be reduced by any
such uninsured loss. In addition, other than our working capital reserve or other reserves we may establish, we have no
source of funding to repair or reconstruct any uninsured damaged property, and we cannot assure you that any such sources
of funding will be available to us for such purposes in the future. Also, to the extent we must pay unexpectedly large
amounts for insurance, we could suffer reduced earnings that would result in decreased distributions to stockholders.

Our operating results may be negatively affected by potential development and construction delays and resultant
increased costs and risks.

We may invest some or all of the proceeds available for investment in the acquisition and development of
propertics upon which we will develop and construct improvements. We will be subject to risks relating to uncertainties
associated with re-zoning for development and environmental concerns of governmental entities and/or community groups
and our builder’s ability to control construction costs or to build in conformity with plans, specifications and timetables,
The builder’s failure to perform may necessitate legal action by us to rescind the purchase or the construction contract or to
compel performance. Performance also may be affected or delayed by conditions beyond the builder’s control. Delays in
completion of construction also could give tenants the right to terminate preconstruction leases for space at a newly
developed project. We may incur additional risks when we make periodic progress payments or other advances to such
builders prior to completion of construction, These and other such factors can result in increased costs of a project or loss
of our investment. In addition, we will be subject 1o normal lease-up risks relating to newly constructed projects.
Furthermore, we must rely upon projections of rental income and expenses and estimates of the fair market value of
property upon completion of construction when agreeing upon a price to be paid for the property at the time of acquisition
of the property. If our projections are inaccurate, we may pay too much for a property, and our return on our investment
could suffer.

In addition, we may invest in unimproved real property. Returns from development of unimproved properties also
are subject to risks and uncertainties associated with re-zoning the land for development and environmental concemns of
governmental entities and/or community groups. Although our intention is to limit any investment in unimproved property
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to property we intend to develop, your investment nevertheless is subject to the risks associated with investments in
unimproved real property.

If we contract with Behringer Development Company LP or its affiliates for newly developed property, we cannot
guaraniee that our earnest money deposit made to Behringer Development Company LP will be fully refunded.

We may enter into one or more contracts, either directly or indirectly through joint ventures, tenant-in-common
investments or other co-ownership arrangements with aftiliates or others, 10 acquire real property from Behringer
Development Company LP (“Behringer Development”), an affiliate of Behringer Opportunity Advisors. Properties
acquired from Behringer Development or its affiliates may be either existing income-producing properties, properties to be
developed or properties under development. We anticipate that we will be obligated 10 pay a substantial earnest money
deposit at the time of contracting to acquire such properties. In the case of properties to be developed by Behringer
Development or its affiliates, we anticipate that we will be required to close the purchase of the property upon completion
of the development of the property by Behringer Development or its affiliates. At the time of contracting and the payment
of the earnest money deposit by us, Behringer Development or its affiliates typically will not have acquired title to any real
property, Typically, Behringer Development or its affiliates will only have a contract to acquire land, a development
agreement to develop a building on the land and an agreement with one or more tenants to lease all or part of the property
upon its completion. We may enter into such a contract with Behringer Development or its affiliates even if at the time of
contracting we have not yet raised sufficient proceeds in our offering to enable us to close the purchase of such property.
However, we will not be required to close a purchase from Behringer Development or its affiliates, and will be entitled to a
refund of our earnest money, in the following circumstances:

s  Behringer Development or its affiliates fails to develop the property,
o all or a specified portion of the pre-leased tenants fail to take possession under their leases for any reason; or
s we are unable to raise sufficient proceeds from our offering to pay the purchase price at closing.

The obligation of Behringer Development or its affiliates to refund our earnest money will be unsecured, and no
assurance can be made that we would be able 1o obtain a refund of such earnest money deposit from it under these
circumstances since Behringer Development is an entity without substantial assets or operations. However, Behringer
Development or its affiliates’ obligation to refund our earnest money deposit will be guaranteed by HPT Management, our
property manager, which will enter into contracts to provide property management and leasing services to various
Behringer Harvard sponsored programs, including us, for substantial monthly fees. As of the time HPT Management may
be required to perform under any guaranty, we cannot assure you that HPT Management will have sufficient assets to
refund all of our eamest money deposit in a lump sum payment. If we were forced to collect our earnest money deposit by
enforcing the guaranty of HPT Management, we will likely be required to accept installment payments over time payable
out of the revenues of HPT Management’s operations. We cannot assure you that we would be able to collect the entire
amount of our earnest money deposit under such circumstances.

Competition with third parties in acquiring properties and otlrer investments may reduce our profitability and the return
on your investment.

We compete with many other entities engaged in real estate investment activitics, including individuals,
corporations, bank and insurance company investment accounts, other REITs, real estate limited partnerships, and other
entities engaged in real estate investment activities, many of which have greater resources than we do. Larger REITs may
enjoy significant competitive advantages that result from, among other things, a lower cost of capital and enhanced
operating efficiencies. In addition, the number of entities and the amount of funds competing for suitable investments may
increase. Any such increase would result in increased demand for these assets and therefore increased prices paid for them.
If we pay higher prices for properties and other investments, our profitability will be reduced and you may experience a
lower return on your investment,

A concentration of our investments in any one property class may leave our profitability vulnerable to a downturn in
such sector.

At any one time, a significant portion of our investments could be in one property class. As a result, we will be
subject to risks inherent in investments in a single type of property. If our investments are substantially in one property
class, then the potential effects on our revenues, and as a resull, on cash available for distribution to our stockholders,
resulting from a downturn in the businesses conducted in those types of properties could be more pronounced than if we
had more fully diversified our investments.
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Acquiring or attempting to acquire multiple properties in a single transaction may adversely affect our operations.

From time to time, we may attempt to acquire multiple properties in a single transaction. Portfolio acquisitions are
more complex and expensive than single property acquisitions, and the risk that a multiple-property acquisition doecs not
close may be greater than in a single-property acquisition. Porifolio acquisitions may also result in us owning investments
in geographically dispersed markets, placing additional demands on our ability to manage the properties in the portfolio. In
addition, a seller may require that a group of properties be purchased as a package even though we may not want to
purchase one or more properties in the portfolio. In these situations, if we are unable to identify another person or entity to
acquire the unwanted properties, we may be required to operate or attempt to dispose of these properties. Any of the
foregoing events may have an adverse effect on our operations.

If we set aside insufficient working capital reserves, we may be required to defer necessary property improvements.

If we do not estimate enough reserves for working capital to supply needed funds for capital improvements
throughout the life of the investment in a property and there is insufficient cash available from our operations, we may be
required to defer necessary improvements to the property that may cause the property to suffer from a greater risk of
obsolescence or a decline in value, or a greater risk of decreased cash flow as a result of fewer potential tenants being
attracted to the property. If this happens, we may not be able to maintain projected rental rates for effected propertics, and
our results of operations may be negatively impacted.

If we acquire lodging facilities, we will be dependent on the third-party managers of those facilities.

In order to qualify as a REIT, we will not be able to operate any hotel properties that we acquire or participate in
the decisions affecting the daily operations of our hotels. We will lease any hotels we acquire to a taxable REIT subsidiary
(“TRS™ in which we may own up to a 100% interest. Our TRS will enter into management agreements with eligible
independent contractors that are not our subsidiaries or otherwise controlled by us to manage the hotels. Thus, independent
hotel operators, under management agreements with our TRS, will control the daily operations of our hotels.

We will depend on these independent management companies to adequately operate our hotels as provided in the
management agreements. We will not have the authority to require any hotel to be operated in a particular manner or to
govern any particular aspect of the daily operations of any hotel (for instance, setting room rates). Thus, even it we believe
our hotels are being operated inefficiently or in a manner that does not result in satisfactory occupancy rates, revenue per
available room and average daily rates, we may not be able to force the management company to change its method of
operation of our hatels. We can only seck redress if a management company violates the terms of the applicable
management agreement with the TRS, and then only to the extent of the remedies provided for under the terms of the
management agrecment. In the event that we need to replace any of our management companies, we may be required by
the terms of the management agreement to pay substantial termination fees and may experience significant disruptions at
the affected hotels.

If we acquire lodging properties, we may have to make significant capital expenditures to maintain them.

Hotels have an ongoing need for renovations and other capital improvements, including replacements of furniture,
fixtures and equipment. Generally, we will be responsible for the costs of these capital improvements, which gives rise to
the following risks:

s cost overruns and delays;

* renovations can be disruptive to operations and can displace revenue at the hotels, including revenue lost
while rooms under renovation are out of service;

® the cost of funding renovations and the possibility that financing for these renovations may not be available on
attractive terms; and

e the risk that the return on our investment in these capital improvements will not be what we expect.

If we have insufficient cash flow from operations to fund needed capital expenditures, then we will need to borrow
to fund future capital improvements.

General economic conditions and discretionary consumer spending may affect certain of the properties we acquire and
lower the return on your investment.

The operations of certain properties in which we may invest, such as hotels and recreation and leisure properties,
will depend upon a number of factors relating to discretionary consumer spending. Unfavorable local, regional or national
economic developments or uncertainties regarding future economic prospects as a result of terrorist attacks, military
activity or natural disasters could reduce consumer spending in the markets in which we own properties and adversely
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affect the operation of those properties. Consumer spending on luxury goods, travel and other leisure activities such as
boating, skiing and health and spa activities may decline as a result of lower consumer confidence levels, even if prevailing
economic conditions are favorable. In an economic downturn, consumer discretionary spending levels generally decline, at
times resulting in disproportionately large reductions in expenditures on luxury goods, travel and other leisure activities.
Certain of the classes of properties which we may acquire may be unable o maintain their profitability during periods of
adverse economic conditions or low consumer conltdence, which could in turn affect the ability of operators to make
scheduled rent payments to us.

Seasonal revenue variations in certain asset classes will require the operators of such assets to manage cash flow
properly over time to meet their non-seasonal scheduled rent payments to us.

Certain of the properties in which we may invest, including some hotels and resorts and recreation and leisure
properties, are generally seasonal in nature. For example, the typical ski season begins in early November and runs through
April, during which time ski resorts generate the vast majority of their annual revenues, Revenues and profits at ski resoris
and their related properties are substantially lower and historically result in losses during the summer months due to the
closure of ski operations. As a result of the seasonal nature of certain industries that may be conducted on properties we
acquire, these businesses will experience seasonal variations in revenues that may require our operators to supplement
revenue at their properties in order to be able to make scheduled rent payments to us. The failure of an operator or a tenant
to properly manage its cash flow may result in such operator or tenant having insufficient cash on hand to make its
scheduled payments to us during seasonally slow periods, which may adversely affect our cash available for distribution to
stockholders.

Adverse weather conditions may affect operations of certain of the properties we acquire or reduce our aperators’ ability
to make scheduled rent payments to us, which could reduce our cash flow from such investments.

Weather conditions beyond our control may influence revenues at certain types of properties we acquire, such as
some hotels and resorts and recreation and leisure properties. These adverse weather conditions include heavy snowfall (or
lack thereof), hurricanes, tropical storms, high winds, heat waves, frosts, drought (or merely reduced rainfall levels),
excessive rain and floods. For example, adverse weather could reduce the number of people participating in skiing, beach
and boating activities at properties we acquire. Certain properties may be susceptible to damage from weather conditions
such as hurricanes, which damage (including but not limited to property damage and loss of revenue) is not generally
insurable at commercially reasonable rates. Poor weather conditions could also disrupt operations at properties we acquire
and may adversely affect both the vaiue of our investment in a property, as well as the ability of our tenants and operators
to make their scheduled rent payments to us.

Marinas, ski resorts and other types of properties in which we may invest may not be readily adaprable to other uses, and
if these properties become unprofitable, we may not be able to recoup the value of our investment,

Ski resorts and related properties, marinas, and other types of recreation and leisure properties in which we may
invest are specific-use properties that have limited alternative uses. Therefore, if the operations of any of our properties in
these sectors become unprofitable due to industry competition, a general deterioration of the applicable industry or
otherwise, we may have great difficulty selling the property or we may have to sell the property for substantially less than
we paid for it. Should any of these events occur, our income and cash available for distribution could be reduced.

Governmental regulation of marinas with respect to dredging could negatively impact marinas we acquire and the value
of our investment.

Marinas that we may acquire must be dredged from time to time to remove the sitt and mud that collect in harbor-
areas as a result of, among other factors, heavy boat traffic, tidal flow, water flow and storm runoff, in order to assure that
boat traffic can salely enter the harbor. Dredging and disposing of the dredged material can be very costly and may require
permits from various governmental authorities. If we acquire marinas and we or our marina tenants, or operators engaged
by our marina tenants, cannot timely obtain the permits necessary to dredge marinas or dispose of the dredged material, or
if dredging is not practical or is exceedingly expensive, the operations of the marina would be materially and adversely
affected, which would in tumn have a negative impact on our financial condition.

We may not control the land beneath marinas we acquire, and this land may be subject to governmental taking.

The U.S. Army Corps of Engineers and the Coast Guard control much of the land located beneath and surrounding
most marinas. The U.S. Army Corps of Engineers and the Coast Guard lease such land to marina owners and operators
under leases for wetlands that typically range from five to 50 years, and leases for upland that typically are initially for 25
years. As a result, many marinas cannot obtain title to land on or necar their marinas that they are interested in developing or
obtain permission to develop on the land that they lease. Furthermore, control of such land by the U.S. Army Corps of
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Engineers and the Coast Guard increases the possibility that such land, including the marina built on such land, may be
condemned and taken by the local, state or federal government in an eminent domain proceeding.

Governmental regulation with respect to the operation of ski resorts could negatively impact ski resorts we acquire and
reduce the return on your investment.

Ski resort mountain and lodging operations often require permits and approvals from certain federal, stale and
Jocal authorities. Many ski resorts that we may consider acquiring have been granted the right to use federal land as the site
for ski lifts and trails and related activities, under the terms of permits with the USDA Forest Service. The USDA Forest
Service has the right to review and approve the location, design and construction of improvements in the permit arca and
many operational matters. Where development in or around wetlands is involved, permits must be obtained from the U.S.
Army Corps of Engineers. Further, ski resort operations are subject to environmental laws and regulations, and compliance
with these laws and regulations may require expenditures or modifications of development plans and operations in a
manner that could have a detrimental effect on the ski resort. [n addition, the rights of ski resorts and related properties that
we may acquire or develop to use various water sources on or about their properties may also be subject to significant
restrictions or the rights of other riparian users and the public generally. Certain ski resorts and related properties we may
acquire or develop and the municipalities in which they are located may be dependent upon a single source of water, and in
some cases the volume of water contained in such water sources could be historically low or inconsistent. This may lead to
disputes and litigation ovet, and restrictions placed on, water use. There can be no assurance that new applications of laws,
regulations, and policies, or changes in such laws, regulations, and policies, wilt not occur in a manner that could have a
detrimental effect on a ski resort that we may acquire, or that material permits, licenses, or approvals will not be terminated,
non-renewed or renewed on terms or interpreted in ways that are materially less favorable to the resorts we purchase. No
assurance can be given that any particular permit or approval will be obtained or upheld on judicial review.

The costs of compliance with environmental laws and other governmental laws and regulations may adversely affect our
incoine and the cash available for any distributions.

All reat property and the operations conducted on real property are subject to federal, state and local laws and
regulations relating to environmental protection and human health and safety. These laws and regulations generally govern
wastewater discharges, air emissions, the operation and removal of underground and above-ground storage tanks, the use,
storage, treatment, transportation and disposal of solid and hazardous materials, and the remediation of contamination
associated with disposals. Some of these laws and regulations may impose joint and several liability on tenants, owners or
operators for the costs of investigation or remediation of contaminated properties, regardless of fault or the legality of the
original disposal, In addition, the presence of these substances, or the failure to properly remediate these substances, may
adversely affect our ability to sell or rent such property or to use the property as collateral for future borrowing.

Some of these laws and regulations have been amended so as to require compliance with new or more stringent
standards as of future dates. Compliance with new or more stringent laws or regulations or stricter interpretation of existing
laws may require material expenditures by us. We cannot assure you that future laws, ordinances or regulations will not
impose any material environmental liability, or that the current environmental condition of our properties will not be
affected by the operations of the tenants, by the existing condition of the land, by operations in the vicinity of the
properties, such as the presence of underground storage tanks, or by the activities of unrelated third parties. In addition,
there are various local, state and federal fire, health, life-safety and similar regulations that we may be required to comply
with, and that may subject us to liability in the form of fines or damages for noncompliance.

Discovery of previously undetected environmentally hazardous conditions may adversely affect our operating results.

Under various federal, state and local environmental laws, ordinances and regulations, a current or previous owner
or operator of real property may be liable for the cost of removal or remediation of hazardous or toxic substances on, under
or in such property. The costs of removal or remediation could be substantial. Such laws often impose liability whether or
not the owner or operator knew of, or was responsible for, the presence of such hazardous or toxic substances.
Environmental laws also may impose restrictions on the manner in which property may be used or businesses may be
operated, and these restrictions may require substantial expenditures. Environmental laws provide for sanctions in the
event of noncompliance and may be enforced by governmental agencies or, in certain circumstances, by private parties.
Certain environmental laws and common law principles could be used to impose liability for release of and exposure to
hazardous substances, including asbestos-containing materials into the air, and third parties may seek recovery from owners
or operators of real properties for personal injury or property damage associated with exposure to released hazardous
substances. The cost of defending against claims of liability, of compliance with environmental regulatory requirements, of
remediating any contaminated property, or of paying personal injury claims could materially adversely affect our business,
assets or results of operations and, consequently, amounis available for distribution to you.
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Costs associated with complying with the Americans with Disabilities Act may affect cash available for distributions.

Our properties are generally expected to be subject to the Americans with Disabilities Act of 1990 (the
“Disabilities Act”). Under the Disabilities Act, all places of public accommodation are required to comply with federal
requirements related to access and use by disabled persons. The Disabilities Act has separate compliance requirements for
“public accommodations™ and “commercial facilities™ that generaily require that buildings and services be made accessible
and available to people with disabilities. The Disabilities Act’s requirements could require removal of access barriers and
could result in the imposition of injunctive relief, monetary penalties or, in some cases, an award of damages. We will
attempt to acquire properties that comply with the Disabilities Act or place the burden on the seller or other third-party,
such as a tenant, to ensure compliance with the Disabilities Act. However, we cannot assure you that we will be able to
acquire properties or allocate responsibilities in this manner. [f we cannot, our funds used for Disabilities Act compliance
may affect cash available tor distributions and the amount of distributions to you, if any.

If we sell properties by providing financing to purchusers, we will bear the risk of defanlt by the purchaser.

If we decide to sell any of our properties, we intend to use our reasonable best efforts to sell them for cash or
property. However, in some instances we may sell our properties by providing financing to purchasers, When we provide
financing to purchasers, we will bear the risk of default by the purchaser and will be subject to remedies provided by law,
which could negatively impact our distributions to stockholders. There are no limitations or restrictions on our ability to
take purchase money obligations. We may, therefore, take a purchase money obligation secured by a mortgage as part
payment for the purchase price. The terms of payment to us generally will be affected by custom in the area where the
property being sold is located and the then-prevailing economic conditions. [f we receive promissory notes or other
property in lieu of cash from property sales, the distribution of the proceeds of sales 1o our stockholders, or their
reinvestment in other assets, will be delayed until the promissory notes or other property are actually paid, sold, refinanced
or otherwise disposed of. In some cases, we may receive initial down payments in cash and other property in the year of
sale in an amount less than the selling price and subsequent payments will be spread over a number of vears. If any
purchaser defaults under a financing arrangement with us, it could negatively impact our ability to make distributions to our
stockholders.

Risks Associated with Debt Financing
We incur morigage indebtedness and other borrowings, which increases our business risks.

We are permitted to acquire real properties by using either existing financing or borrowing new funds. In addition,
we may incur or increase our mortgage debt by obtaining loans secured by some or all of our real properties to obtain funds
for the acquisition of real properties and for payment of distributions to stockholders. We also may borrow funds if
necessary to satisfy the requirement that we distribute to stockholders at least 90% of our annual REIT taxable income, or
otherwise as is nccessary or advisable to assure that we maintain our qualification as a REIT for federal income tax
purposes.

There is no limitation on the amount we may invest in any single improved property or other asset or on the
amount we can borrow for the purchase of any individual property or other investment. Under our charter, the maximum
amount of our indebtedness shall not exceed 300% of our net assets as of the date of any borrowing. We may incur
indebtedness in excess of the limit if the excess is approved by a majority of our independent directors.

Our board of directors has adopted a policy that we will gencrally limit our aggregate borrowings to approximately
75% of the aggregate value of our assets unless substantial justification exists that borrowing a greater amount is in our best
interests and a majority of our independent directors approve the greater borrowing, Our policy limitation, however, does
not apply to individual real estate assets and will apply only when we have invested most of our capital. As a result, we
typically borrow, and expect to continue borrowing, more than 75% of the purchase price of an individual real estate asset
we acquire to the extent our board of directors determines that borrowing these amounts is reasonable,

We do not borrow money secured by a particular real property unless we beheve the property’s projected cash
flow is sufficient to service the mortgage debt. However, if there is a shortfall in cash flow, then the amount available for
distributions to stockholders may be affected. In addition, incurring mortgage debt increases the risk of loss since defaults
on indebtedness secured by a property may result in foreclosure actions initiated by lenders and our loss of the property
securing the loan that is in default. For tax purposes, a foreclosure of any of our properties would be treated as a sale of the
property for a purchase price equal to the outstanding balance of the debt secured by the morgage. 1If the outstanding
balance of the debt secured by the mortgage exceeds our tax basis in the property, we would recognize taxable income on
foreclosure, but would not receive any cash proceeds. We may give full or partial guarantees to lenders of mortgage debt to
the entities that own our properties. When we give a guaranty on behalf of an entity that owns one of our properties, we
will be responsible to the lender for satisfaction of the debt if it 1s not paid by such entity. 1f any mortgages coniain cross-
collateralization or cross-default provisions, there is a risk that more than one real property may be affected by a default. If
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any of our properties are foreclosed upon due to a default, our ability to make distributions to our stockholders will be
adversely affected.

If morigage debt is unavailable at reasonable rates, we may not be able to finance the properties, which could reduce the
number of properties we can acquire and the amount of cash distributions we can make.

When we place mortgage debt on properties, we run the risk of being unable to refinance the properties when the
loans come due, or of being unable to refinance on favorable terms. If interest rates are higher when the propertics are
refinanced, we may not be able to finance the properties and our income could be reduced. If this occurs, it would reduce
cash available for distribution to our stockholders, and it may prevent us from raising capital by issuing more stock or
prevent us from borrowing more money.

Lenders may require us to enter into restrictive covenants relating to our operations, which could limit our ability to
make distributions to our stockholders.

In connection with obtaining financing, a lender could impose restrictions on us that affect our ability to incur
additional debt and our distribution and operating policies. Loan documents we enter into may contain customary negative
covenants that may limit our ability to further mortgage the property, to discontinue insurance coverage, replace Behringer
Harvard Opportunity Advisors as our advisor or impose other limitations. Any such restriction or limitation may have an
adverse effect on our operations.

Interest only indebtedness may increase our risk of default and ultimately may reduce our funds available for
distribution to our stockholders.

We may finance our property acquisitions using interest only mortgage indebtedness. During the interest only
period, the amount of each scheduled payment will be less than that of a traditional amortizing mortgage loan. The
principal balance of the mortgage loan will not be reduced (except in the case of prepayments) because there are no
scheduled monthly payments of principal during this period. Afier the interest only period, we will be required either to
make scheduled payments of amortized principal and interest or to make a lump-sum or “balloon” payment at maturity.
These required principal or balloon payments will increase the amount of our scheduled payments and may increase our
risk of default under the related mortgage loan. If the mortgage loan has an adjustable interest rate, the amount of our
scheduled payments also may increase at a time of rising interest rates. Increased payments and substantial principal or
balloon maturity payments will reduce the funds available for distribution to our stockholders because cash otherwise
available for distribution will be required to pay principal and interest associated with these mortgage loans.

Increases in interest rates could increase the amount of our debt payments and adversely affect our ability to make
distributions to our stockhelders.

We may borrow money that bears interest at a variable rate. In addition, from time to time we may pay mortgage
loans or refinance our properties in a rising interest rate environment. Accordingly, increases in interest rates could
increase our interest costs, which could have a material adverse effect on our operating cash flow and our ability to make
distributions to you. In addition, if rising interest rates cause us to need additional capital to repay indebtedness in
accordance with its terms or otherwise, we may be required to liquidate one or more of our investments in properties at
times which may not permit realization of the maximum return on the investments.

Financing arrangements involving balloon payment obligations may adversely affect our ability to make distributions.

Some of our financing arrangements may require us to make a lump-sum or “balioon” payment at maturity. Our
ability to make a baltoon payment at maturity is uncertain and may depend upon our ability to obtain additional financing
or our ability to sell the property. At the time the balloon payment is due, we may or may not be able to refinance the
balloon payment on terms as favorable as the original loan or sell the property at a price sufficient to make the balloon
payment. The effect of a refinancing or sale could affect the rate of return to stockholders and the projected time of
disposition of our assets. In addition, payments of principal and interest made to service our debts may leave us with
insufficient cash to pay the distributions that we are required to pay to maintain our qualification as a REIT. Any of these
results would have a significant, negative impact on your investment,

We have broad authority to incur debt, and high debt levels could hinder our ability to make distributions and could
decrease the value of your investment.

Our board of directors has adopted a policy that we will generally limit our aggregate borrowings to approximately
75% of the aggregate value of our assets, but we may exceed this limit under some circumstances. Such debt may be at a
level that is higher than real estate investment trusts with similar investment objectives or criteria. High debt levels would
cause us to incur higher interest charges, would result in higher debt service payments, and could be accompanied by
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restrictive covenants. These factors could limit the amount of cash we have available to distribute and could result in a
decline in the value of your investment.

Risks Related to Investments in Real Estate Related Securities

Investments in real estate related securities will be subject to specific risks relating to the particular issuer of the
securities and may be subject to the general risks of investing in subordinated real estate securities.

We may invest in real estale equity securities of both publicly traded and private real estate companies. Qur
investments in real estate related equity securities will involve special risks relating to the particular issuer of the equity
securities, including the financial condition and business outlook of the issuer. Issuers of real estate related equity
securities generally invest in real estate or real estate related assets and are subject to the inherent risks associated with real
estate related investments discussed in this Annual Repert on Form [0-K, including risks relating te rising interest rates,

Real estate related equity securities are generally unsecured and also may be subordinated to other obligations of
the issuer. As a result, investments in real estate related equity securities are subject to risks of (1) limited liquidity in the
secondary trading market in the case of unlisted or thinly traded securities, (2) substantial market price volatility resulting
from changes in prevailing interest rates in the case of traded equity securities, (3) subordination to the prior claims of
banks and other senior lgnders to the issuer, (4) the operation of mandatory sinking fund or cali/redemption provisions
during periods of declining interest rates that could cause the issuer to reinvest redemption proceeds in lower yielding
assets, (5) the possibility that earnings of the issuer may be insutficient to meet its debt service and distribution obligations
and (6) the declining creditworthiness and potential for insolvency of the issuer during periods of rising interest rates and
economic downturn. These risks may adversely affect the value of outstanding real estate related equity securities and the
ability of the issuers thereof to repay principal and interest or make distribution payments.

Investments in real estate preferred equity securities involve a greater risk of loss than traditional debt financing.

We may invest in real estate related preferred equity securities, which may involve a higher degree of risk than
traditional debt financing due to a variety of factors, including that such investments are subordinate to traditional loans and
are not secured by property underlying the investment. Furthermore, should the issuer default on our investment, we would
be able to proceed only against the entity in which we have an interest, and not the properly owned by such entity and
underlying our investment. As a result, we may not recover some or all of our investment.

The mezzanine loans in which we may invest would involve greater risks of loss than senior Ipans secured by income
producing real properties.

We may invest in mezzanine loans that take the form of subordinated loans secured by second mortgages on the
underlying real property or loans secured by a pledge of the ownership interests of either the entity owning the real property
or the entity that owns the interest in the entity owning the real property. These types of investments involve a higher
degree of risk than long-term senior mortgage lending secured by income producing real property because the investment
may become unsecured as a result of foreclosure by the senior lender. [n the event of a bankruptcy of the entity providing
the pledge of its ownership interests as security, we may not have full recourse to the assets of the entity, or the assets of the
entity may not be sufficient to satisfy our mezzanine loan. If a borrower defaults on our mezzanine loan or debt senior to
our loan, or in the event of a borrower bankruptcy, our mezzanine loan will be satisfied only after the senior debt. As a
result, we may not recover some or all of our investment.

We may make investmenis in non-U.S. dollar denominated securities, which will be subject to currency rates exposure
and the uncertainty of foreign laws and markets.

We may purchase real property or real estate related securities denominated in foreign currencies. A change in
foreign currency exchange rates may have an adverse impact on returns on our non-U.S. dollar denominated investments.
Although we may hedge our foreign currency risk subject to the REIT income qualification tests, we may not be able to do
so successfully and may incur losses on these investments as a result of exchange rate fluctuations,

We expect that a portion of any real estate related securities investments we make will be illiquid and we may not be able
to adfust our portfolio in response to changes in economic and other conditions.

Certain of the real estate related securities that we may purchase in connection with privately negotiated
transactions will not be registered under the relevant securities laws, resulting in a prohibition against their transfer, sale,
pledge or other disposition except in a transaction that is exempt from the registration requirements of, or is otherwise in
accordance with, those laws. As a result, our ability to vary our portfolio in response to changes in economic and other
conditions may be relatively limited. The mezzanine and bridge loans we may purchase will be particularly illiquid
investments due to their short life, their unsuitability for securitization and the greater difficulty of recoupment in the event
of a borrower’s default.
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Interest rate and related risks may cause the value of our real estate related securities investments to be reduced.

Interest rate risk is the risk that prevailing market interest rates change relative to the current yield on fixed income
securities such as preferred and debt securities, and to a lesser extent dividend paying common stock. Generally, when
market interest rates rise, the market value of these securities declines, and vice versa. In addition, when interest rates fall,
issuers are more likely to repurchase their existing preferred and debt securities to take advantage of the lower cost of
financing. As repurchases occur, principal is returned to the holders of the securities sooner than expected, thereby
lowering the effective yield on the investment. On the other hand, when interest rates rise, issuers are more likely to
maintain their existing preferred and debt securities. As a result, repurchases decrease, thereby extending the average
maturity of the securitics. We intend to manage interest rate risk by purchasing preferred and debt securities with
maturitics and repurchase provisions that are designed to match our investment objectives. If we are unable to manage
these risks effectively, our results of operations, financial condition and ability to pay distributions to you will be adversely
affected.

We may acquire real estate related securities through tender offers, which may require us to spend significant amounts
of time and money that otherwise could be allocated to our operations,

We may acquire real estate related securities through tender offers, negotiated or otherwise, in which we solicit a
target company's stockholders to purchase their securities. The acquisition of these securities could require us to spend
significant amounts of money that otherwise could be allocated to our operations. Additionally, in order to acquire the
sccurities, the employees of our advisor likely will need to devote a substantial portion of their time to pursuing the tender
offer — time that otherwise could be allocated to managing our business. These consequences could adversely affect our
operations and reduce the cash available for distribution to our stockholders.

Risks Associated with Mortgage and Other Lending

We do not have substantial experience investing in mortgage, bridge or mezzanine loans, which could adversely affect
our return on morigage investments.

Neither our advisor nor any of our affiliates has any substantial experience investing in mortgage, bridge or
mezzanine loans. Although we currently do not expect to make significant investments in mortgage, bridge or mezzanine
loans, we may make such investments to the extent our advisor determines that it is advantageous to us due to the state of
the real estate market or in order to diversify our investment portfolio. If we decide to make mortgage, bridge or mezzanine
loans or acquire them, we may not have the expertise necessary to maximize the return on our investment.

Our mortgage, bridge or mezzanine loans may be impacted by unfavorable real estate market conditions, which could
decrease the value of our morigage investments.

If we make or invest in mortgage, bridge or mezzanine loans, we will be at risk of defaults on those loans caused
by many conditions beyond our control, including local and other economic conditions affecting real estate values and
interest rate levels. We do not know whether the values of the property securing the loans will remain at the levels existing
on the dates of origination of the loans. If the values of the underlying properties drop, our risk will increase and the values
of our interests may decrease.

Our mortgage, bridge or mezzanine loans will be subject to interest rate fluctuations, which could reduce our returns as
compared to market interest rates.

If we invest in fixed-rate, long-lerm mortgage, bridge or mezzanine loans and interest rates rise, the loans could
yield a return lower than then-current market rates. If interest rates decrease, we will be adversely affected to the extent
that mortgage, bridge or mezzanine loans are prepaid, because we may not be able to make new loans at the previously
higher interest rate.

Delays in liquidating defauited morigage, bridge or mezzanine loans could reduce our investment returns.

If there are defaults under our loans, we may not be able to repossess and sell quickly any properties securing such
loans. The resulting time delay could reduce the value of our investment in the defaulted loans. An action to foreclose on a
praperty securing a loan is regulated by state statutes and rules and is subject to many of the delays and expenses of other
lawsuits if the defendant raises defenses or counterclaims, In the event of default by a mortgagor, these restrictions, among
other things, may impede our ability to foreclose on or sell the mortgaged property or to obtain proceeds sufficient to repay
all amounts due to us on the loan.

Returns on our mortgage, bridge or mezzanine loans may be limited by regulations.

The mortgage, bridge or mezzanine loans in which we invest, or that we may make, may be subject to regulation
by federal, state and local authorities and subject to various laws and judicial and administrative decisions. We may
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determine not to make mortgage, bridge or mezzanine loans in any jurisdiction in which we believe we have not complied
in all material respects with applicable requirements. 1If we decide not to make mortgage, bridge or mezzanine loans in
several jurisdictions, it could reduce the amount of income we would otherwise receive.

Foreclosures create additional ownership risks that could adversely impact our returns on morigage invesiments.

If we acquire property by foreclosure following defaults under our mortgage, bridge or mezzanine loans, we will
have the economic and liability risks as the owner.

The liquidation of onr assets may be delayed which could delay distributions to our stockholders.

If our advisor determines that it is in our best interest to make or invest in mortgage, bridge or mezzanine loans,
any intended liquidation of us may be delayed beyond the time of the sale of all of our properties unti! all mortgage, bridge
or mezzanine loans expire or are sold, because we may enter into mortgage, bridge or mezzanine loans with terms that
expire after the date we intend to have sold all of our properties.

Risks Associated with Section 1031 Tenant-in-Common Transactions

We may have increased exposure to ligbilities from litigation as a result of any participation by us in Section 1031
Tenant-in-Common Transactions.

Behringer Development, an affiliate of our advisor, or its affiliates (the “Behringer Harvard Exchange Entities”)
regularly enter into transactions that qualify for like-kind exchange treatment under Section 1031 of the Code. Section
1031 tenant-in-common transactions (“Section 1031 TIC Transactions™) are structured as the acquisition of real estate
owned in co-tenancy arrangements with parties seeking to defer taxes under Section 1031 of the Code (the “1031
Participants”). We may provide accommodation in support of or otherwise be involved in such Section 1031 TIC
Transactions. Although our participation in Section 1031 TIC Transactions may have certain benefits to our business,
including enabling us to invest capital more readily and over a more diversified portfolio and allowing us to acquire
interests in properties that we would be unable to acquire using our own capital resources, there are significant tax and
securities disclosure risks associated with the related offerings of co-tenancy interests to 103} Participants. Changes in tax
laws may negatively impact the tax benefits of like-kind exchanges or cause such transactions not to achieve their intended
value. In certain Section {031 TIC Transactions, it is anticipated that we would receive fees in connection with our
provision of accommodation in support of the transaction and, as such, even though we do not sponsor these Section 1031
TIC Transactions, we may be named in or otherwise required to defend against any lawsuits brought by 1031 Participants
because of our affiliation with sponsors of such transactions. Furthermore, in the event that the Internal Revenue Service
conducts an audit of the purchasers of co-tenancy interests and successfully challenges the qualification of the transaction
as a like-kind exchange, purchasers of co-tenancy interests may file a lawsuit against the entity offering the co-tenancy
interests, its sponsors, and/or us. We may be involved in one or more such offerings and could therefore be named in or
otherwise required to defend against lawsuits brought by 1031 Participants. Any amounts we are required to expend
defending any such claims will reduce the amount of funds available for investment by us in properties or other investments
and may reduce the amount of funds available for distribution to our stockholders. In addition, disclosure of any such
litigation may adversely affect our ability to raise additional capital in the future through the sale of stock.

We may have increased business and litigation risks as a result of any direct sales by us of tenant-in-common interests
in Section 1031 Tenant-in-Common transactions.

We may directly sell tenant-in-common interests in our properties to 1031 Participants, which may expose us to
significant tax and securities disclosure risks. Changes in tax laws may negatively impact the tax benefits of like-kind
exchanges or cause such transactions not to achieve their intended value, Furthermore, the Internal Revenue Service may
determine that the sale of tenant-in-common interests is a “prohibited transaction™ under the Code, which would cause all of
the gain we realize from any such sale to be payable as a 1ax to the Internal Revenue Service, with none of such gain
available for distribution to our stockholders. The Internal Revenue Service may conduct an audit of the purchasers of
tenant-in-common interests and successtully challenge the qualification of the transaction as a like-kind exchange. In any
such case, we may be named in or otherwise required to defend against any lawsuits brought by stockholders or 1031
Participants in connection with Section 1031 TIC Transactions in which we directly sell tenant-in-common interests. In
addition, as a seller of tenant-in-common interests, we will be required to comply with applicable federal and state
securities laws and to provide fair and adequate disclosure 1o 1031 Participants relating to the respective Section 1031 TIC
Transaction. Any alleged failure by us to comply with these requirements could expose us to risks of litigation. Any
amounts we are required to expend defending claims brought against us will reduce the amount of funds available for
investment by us in propertics or other investments and may reduce the amount of funds available for distribution to our
stockholders. In addition, disclosure of any such litigation may adversely affect our ability to raise additional capital in the
future through the sale of stock.
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We are subject to certain risks in connection with our arrangements with Behringer Harvard Exchange Entities.

We anticipate that, in connection with some of our property acquisitions, we currently or subsequently may
become tenant-in-common owners of properties in which Behringer Harvard Exchange Entities sell tenant-in-common
interests to 1031 Participants. At the closing of certain properties acquired by a Behringer Harvard Exchange Entity, we
may enter into a contractual arrangement with such entity providing that, (1) in the event that the Behringer Harvard
Exchange Entity is unable to sell all of the co-tenancy interests in that property to 1031 Participanis, we will purchase, at
the Behringer Harvard Exchange Entity’s cost, any co-tenancy interests remaining unsold; (2) we will guarantee certain
bridge loans associated with the purchase of the property in which tenant-in-common interests are to be sold; and/or (3) we
will provide security for the guarantee of such bridge loans. Accordingly, in the event that a Behringer Harvard Exchange
Entity is unable to sell all co-tenancy interests in one or more of its properties, we may be required to purchase the unsold
co-tenancy interests in such property or properties. In any event, as an owner of tenant-in-common interests in properties,
we will be subject to the risks that ownership of co-tenancy interests with unrelated third parties entails. Furthermore, to
the extent we guarantee certain bridge loans associated with tenant-in-common transactions, we, as well as the co-tenants,
will become liable for the lender’s customary carve-outs under the applicable mortgage loan financing documents,
including but not limited to fraud or intentional misrepresentation by a co-tenant or a guarantor of the loan, physical waste
of the property, misapplication or misappropriation of insurance proceeds, and failure to pay taxes.

A substantial portion of the properties we acquire may be in the form of tenant-in-common or other co-tenancy
arrangements, We will be subject to risks associated with such co-tenancy arrangements that otherwise may not be
present in non-co-tenancy real estate investments.

We may enter in tenant-in-common or other co-lenancy arrangements with respect to a substantial portion of the
properties we acquire. Whether acquired as a planned co-tenancy or as the result of an accommodation or other
arrangement disclosed above, ownership of co-tenancy interests involves risks generally not otherwise present with an
investment in real estate such as the following:

o the risk that a co-tenant may at any time have economic or business interests or goals that are or become
inconsistent with our business interests or goals;

o the risk that a co-tenant may be in a position to take action contrary to our instructions or requests or contrary
to our policies or objectives;

o the possibility that an individual co-tenant might become insolvent or bankrupt, or otherwise default under the
applicable mortgage loan financing documents, which may constitute an event of default under all of the
applicable morigage loan financing documents or allow the bankruptcy court to reject the tenants-in-common
agreement or management agreement entered into by the co-tenants owning interests in the property;

s the possibility that a co-tenant might not have adequate liquid assets to make cash advances that may be
required in order to fund operations, maintenance and other expenses related to the property, which could
result in the loss of current or prospective tenants and may otherwise adversely affect the operation and
maintenance of the property, and could cause a default under the mortgage loan financing documents
applicable to the property and may result in late charges, penalties and interest, and may lead to the exercise
of foreclosure and other remedies by the lender,;

¢ the risk that a co-tenant could breach agreements related to the property, which may cause a default under, or
result in personal liability for, the applicable mortgage loan financing documents, violate applicable securities
law and otherwise adversely affect the property and the co-tenancy arrangement; or

e the risk that a default by any co-tenant would constitute a default under the applicable mortgage loan
financing documents that could result in a foreclosure and the loss of all or a substantial portion of the
investment made by the co-tenants.

Actions by a co-tenant might have the result of subjecting the property to liahilities in excess of those contemplated and
may have the effect of reducing your returns.

[n the event that our interests become adverse to those of the other co-tenants in a Section 1031 TIC Transaction,
in certain cases we may not have the contractual right to purchase the co-tenancy interests from the other co-tenants. Even
if we are given the opportunity to purchase such co-tenancy interests in the future, we cannot guarantee that we will have
sufficient funds available at the time to purchase such co-tenancy interests from the 1031 Participants.

In addition, we may desire to sell our co-tenancy interests in a given property at a time when the other co-tenants
in such property do not desire to sell their interesis. Therefore, we may not be able to sell our interest in a property at the
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time we would like to sell. Finally, it is anticipated that it wiil be much more difficult to find a willing buyer for our co-
tenancy interests in a property than it would be to find a buyer for a property we owned outright.

Our participation in Section 1031 TIC Transactions may limit our ability to borrow funds in the future, which could
adversely affect the value of our investments.

Section 1031 TIC Transaction agreements we may enter into that contain obligations to acquire unsold co-tenancy
interests in properties may be viewed by institutional lenders as a contingent liability against our cash or other assets, which
may limit our ability to borrow funds in the future. Furthermore, such obligations may be viewed by our lenders in such a
manner as to limit our ability to borrow funds based on regulatory restrictions on lenders limiting the amount of loans they
can make to any one borrower.

Federal Income Tax Risks
Failure to qualify as a REIT would adversely affect our operations and our ability to make distributions.

We will make an election to be taxed as a REIT, effective for our taxable year ending December 31, 2006. In
order for us to qualify as a REIT, we must satisfy certain requirements set forth in the Code and Treasury Regulations and
various factual matters and circumstances that are not entirely within our control. We intend to structurc our activities in a
manner designed to satisfy all of these requirements. However, if certain of our operations were to be recharacterized by
the Internal Revenue Service, such recharacterization could jeopardize our ability to satisfy all of the requirements for
qualification as a REIT and may affect our ability to qualify, or continue to gualify, as a REIT. In addition, new legislation,
new regulations, administrative interpretations or court decisions could significantly change the tax laws with respect to
qualifying as a REIT or the federal income tax consequences of qualifying.

Our qualification as a REIT depends upon our ability to meet, through investments, actual operating results,
distnbutions and satisfaction of specific stockholder rules, the various tests imposed by the Code. This means that we
cannot assure you that we will satisfy the REIT requirements in the future.

If we fail to qualify as a REIT for any taxable year, we will be subject to federal income tax on our taxable income
at corporate rates. In addition, we would generally be disqualified from treatment as a REIT for the four taxable years
following the year of losing our REIT status. Losing our REIT status would reduce our net earnings available for
investment or distribution to stockholders because of the additional tax liability. In addition, distributions to stockholders
would no longer qualify for the distributions paid deduction, and we would no longer be required to make distributions. 1f
this occurs, we might be required to borrow funds or liquidate some investments in order to pay the applicable tax.

Quatification as a REIT is subject to the satisfaction of tax requirements and various factual matters and
circumstances that are not entirely within our control. New legislation, regulations, administrative interpretations or court
decisions could change the tax laws with respect to qualification as a REIT or the federal income tax consequences of being
a REIT. Our failure to qualify as a REIT would adversely affect your return on your investment.

QOur investment strategy may cause us to incur penalty taxes, lose our REIT status, or own and sell properties through
taxable REIT subsidiaries, each of which would diminish the return to our stockholders.

In light of our opportunistic investment strategy, it is possible that one or more sales of our properties may be
“prohibited transactions™ under provisions of the Code. Any subdivision of property, such as the sale of condominiums,
would almost certainly be considered such a prohibited transaction. If we are deemed to have engaged in a “prohibited
transaction” (i.e., we scll a property held by us primarily for sale in the ordinary course of our trade or business), all income
that we derive from such sale would be subject to a 100% tax. The Code sets forth a safe harbor for REITs that wish to sell
property without risking the imposition of the 100% tax. A principal requirement of the safe harbor is that the REIT must
hold the applicable property for not less than four years prior to its sale. Given our opportunistic investment strategy, it is
entirely possible, if not likely, that the sale of one or more of our properties will not fall within the prohibited transaction
safe harbor,

If we desire to sell a property pursuant to a transaction that does not fall within the safe harbor, we may be able to
avoid the 100% penalty tax if we acquired the property through a taxable REIT subsidiary (“TRS”) or acquired the property
and transferred it to a TRS for a non-tax business purpose prior to the sale (i.e., for a reason other than the avoidance of
taxes). However, there may be circumstances that prevent us from using a TRS in a transaction that does not qualify for the
safe harbor. Additionally, even if it is possible to effect a property disposition through a TRS, we may decide to forego the
use of a TRS in a transaction that does not meet the safe harbor based on our own internal analysis, the opinion of counsel
or the opinion of other tax advisors that the disposition will not be subject to the 100% penalty tax. In cases where a
property disposition is not effected through a TRS, the Internal Revenue Service could successfully asscrt that the
disposition constitutes a prohibited transaction, in which event all of the net income from the sale of such property will be
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payable as a tax and none of the proceeds from such sale will be distributable by us to our stockholders or available for
investment by us.

If we acquire a property that we anticipate will not fall within the safe harbor from the 100% penalty tax upon
disposition, then we may acquire such property through a TRS in order to aveid the possibility that the sale of such property
will be a prohibited transaction and subject to the 100% penalty 1ax. If we already own such a property directly or
indirectly through an entity other than a TRS, we may contribute the property to a TRS if there is another, non-tax related
business purpose for the contribution of such property to the TRS. Following the transfer of the property to a TRS, the TRS
will operate the property and may sell such property and distribute the net proceeds from such sale to us, and we may
distribute the net proceeds distributed to us by the TRS to our stockholders. Though a sale of the property by a TRS likely
would eliminate the danger of the application of the 100% penalty tax, the TRS itself would be subject to a tax at the
federal level, and potentially at the state and local levels, on the gain realized by it from the sale of the property as well as
on the income earned while the property is operated by the TRS. This tax obligation would diminish the amount of the
proceeds from the sale of such property that would be distributable to our stockholders. As a result, the amount available
for distribution to our stockholders would be substantially less than if the REIT had not operated and sold such property
through the TRS and such transaction was not successfully characterized as a prohibited transaction. The maximum federal
corporate income tax rate currently is 35%. Federal, state and local corporate income tax rates may be increased in the
future, and any such increase would reduce the amount of the net proceeds available for distribution by us to our
stockholders from the sale of property through a TRS after the effective date of any increase in such tax rates.

If we own too many properties through one or more of our TRSs, then we may lose our status as a REIT. If we
fail to qualify as a REIT for any taxable year, we will be subject to federal income tax on our taxable income at corporate
rates. In addition, we would generally be disqualified from treatment as a REIT for the four taxable years following the
vear of losing our REIT status. Losing our REIT status would reduce our net eamings available for investment or
distribution to stockholders because of the additional tax liability. In addition, distributions to stockholders would no
longer qualify for the distributions paid deduction, and we would no longer be required to make distributions, If this
occurs, we might be required to borrow funds or liquidate some investments in order to pay the applicable tax. As a REIT,
the value of the stock we held in all of our TRSs may not exceed 20% of the value of all of our asscts at the end of any
calendar quarter. If the Internal Revenue Service were to determine that the value of our interests in all of our TRSs
exceeded 20% of the value of total assets at the end of any calendar quarter, then we would fail to qualify as a REIT. If we
determine it to be in our best interests to own a substantial number of our properties through one or more TRSs, then it is
possible that the Internal Revenue Service may conclude that the value of our interests in our TRSs exceeds 20% of the
value of our total assets at the end of any calendar quarter and therefore cause us to fail to qualify as a REIT. Additionally,
as a REIT, no more than 25% of our gross income with respect to any year may be from sources other than real estate,
Distributions paid to us from a TRS are considered to be non-real estate income. Therefore, we may fail to qualify as a
REIT if distributions from all of our TRSs, when aggregated with all other non-real estate income with respect to any one
year, are more than 25% of our gross income with respect to such vear. We will use all reasonable efforts to structure our
activities in a manner intended to satisfy the requirements for our continued qualification as a REIT. Our failure to qualify
as a REIT would adversely affect your return on your investment.

Certain fees paid to us may affect our REIT status.

Income received in the nature of rental subsidies or rent guarantees, in some cases, may not qualify as rental
income and could be characterized by the Internal Revenue Service as non-qualifying income for purposes of satisfying the
“income tests” required for REIT qualification. In addition, in connection with our Section 1031 TIC Transactions, we or
one of our affiliates may enter into a number of contractual arrangements with Behringer Harvard Exchange Entities
whereby we will guarantee or effectively guarantee the sale of the co-tenancy interests being offered by any Behringer
Harvard Exchange Entity. In consideration for entering into these agreements, we will be paid fees that could be
characterized by the Internal Revenue Service as non-qualifying income for purposes of satisfying the “income tests”
required for REIT qualification. [f this fee income were, in fact, treated as non-qualifying, and if the aggregate of such fee
income and any other non-qualifying income in any taxable year ever exceeded 5% of our gross revenues for such year, we
could lose our REIT status for that taxable year and the four ensuing taxable years. We will use all reasonable efforts to
structure our activities in a manner intended to satisfy the requirements for our continued qualification as a REIT. Our
failure to qualify as a REIT would adversely affect your return on your investment.

Recharacterization of the Section 1031 TIC Transactions may result in taxation of income from a prohibited
transaction, which would diminish distributions te our stockholders.

In the event that the Internal Revenue Service were to recharacterize the Section 1031 TIC Transactions such that
we, rather than the Behringer Harvard Exchange Entity, are treated as the bona fide owner, for tax purposes, of properties
acquired and resold by the Behringer Harvard Exchange Entity in connection with the Section 1031 TIC Transactions, such
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characterization could result in the fees paid to us by the Behringer Harvard Exchange Entity as being deemed income from
a prohibited transaction, in which event the fee income paid to us in connection with the Section 1031 TIC Transactions
would be subject to a 100% tax. [f this occurs, our ability to make cash distributions to our stockholders will be adversely
affected.

You mnay have tax liability on distributions you elect to reinvest in our common stock.

If you elect to have your distributions reinvested in our common stock pursuant to our distribution reinvestment
plan, you will be deemed to have received, and for income tax purposes will be taxed on, the amount reinvested that does
not represent a return of capital. As a result, unless you arc a tax-cxempt entity, you may have to use funds from other
sources to pay your tax liability on the value of the common stock received.

If our operating partnership fails to maintain its status as a partnership, its income may be subject to taxation, which
would reduce our cash available for distribution to our stockholders.

We intend to maintain the status of the operating partnership as a partnership for federal income tax purposes.
However, if the Internal Revenue Service were to successfully challenge the status of the operating partnership as a
partnership, it would be taxable as a corporation. In such event, this would reduce the amount of distributions that the
operating partnership could make to us. This would also result in our losing REIT status, and becoming subject to a
corporate level tax on our own income. This would substantially reduce our cash avatlable to make distributions and the
return on your investment. In addition, if any of the partnerships or limited lability companies through which the operating
partnership owns its properties, in whole or in part, loses its characterization as a partnership for federal income tax
purposes, it would be subject to taxation as a corporation, thereby reducing distributions to the operating partnership. Such
a recharacterization of an underlying property owner could also threaten our ability to maintain REIT status.

In cerrain circumstances, we may be subject to federal and state taxes on income as a REIT, which would reduce our
cash available for distribution to our stockholders.

Even if we qualify and maintain our status as a REIT, we may become subject to federal income taxes and related
state taxes. For example, if we have net income from a “prohibited transaction,” such income will be subject to a 100% tax,
We may not be able to make sufficient distributions to avoid excise taxes applicable to REITs, We may also decide to
retain income we earn from the sale or other disposition of our property and pay income tax directly on such income. In
that event, our stockholders would be treated as if they eamned that income and paid the tax on it directly. However,
stockholders that are tax-exempt, such as charities or qualified pension plans, would have no benefit from their deemed
payment of such tax liability, We may also be subject to state and local taxes on our income or property, either directly or
at the level of the operating partnership or at the level of the other companies through which we indirectly own our assets.
Any federal or state taxes paid by us will reduce our cash available for distribution to our stockholders.

Non-U.S. income or other taxes, and a requirement to withhold any non-U.S. taxes, may apply, and, if so, the amount of
net cash from operations payable to you will be reduced.

From time to time, we may acquire real property located outside the U.S. and may invest in stock or other
securities of entities owning real property located outside the U.S. As a result, we may be subject to foreign (i.e., non-U.S.)
income taxes, stamp taxes, real property conveyance taxes, withholding taxes, and similar foreign taxes in connection with
U.S. ownership of foreign real property or foreign securities. The country in which the real property is located may impose
these taxes regardless of whether we are profitable and in addition to any U.S. income tax or other U.S. taxes imposed on
profits from our investments in foreign real property or foreign securities. As a result, you may be subject 1o taxes imposed
by the foreign country, plus any U.S. federal income taxes imposed on taxable income from any foreign real property or
foreign securities. If a foreign country imposes income taxes on profits from our investments in foreign real property or
foreign securities, you may be eligible to claim a tax credit in the U.S. to offset the income taxes paid to the foreign
country; however, there is no guarantee that tax credits will be available or that they will fully eliminate the double taxation
of a given real property or other stock or security. The imposition of any foreign country taxes in connection with our
ownership and operation of foreign real property or our investment in securities of foreign entities will reduce the amounts
distributable to you. Similarly, the imposition of withholding laxes by a foreign country will reduce the amounts
distributable to you. We expect the organizational costs associated with non-U.8. investments, including costs to structure
the investments so as to minimize the impact of foreign taxes, will be higher than those associated with U.S. investments.
Moreover, if we invest in foreign real property or in securities of an entity owning foreign real property, we may be
required to file income tax or other information returns in the foreign jurisdiction to report any income attributable to
ownership of real properties or other securities in the other country. Any organizational costs and reporting requirements
will increase our administrative expenses and reduce the amount of cash available for distribution to you, You are urged to
consult with your own tax advisors with respect to the impact of applicable non-U.S. taxes and tax withholding
requirements on an investment in our common stock.
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Legislative or regulatory action could adversely affect investors.

In recent years, numerous legislative, judicial and administrative changes have been made in the provisions of the
federal income tax laws applicable to investments similar to an investment in shares of our common stock. Additional
changes to the tax laws are likely to continue to occur, and we cannot assure you that any such changes will not adversely
affect the taxation of a stockholder. Any such changes could have an adverse effect on an investment in shares or on the
market value or the resale potential of our properties. You are urged to consult with your own tax advisor with respect to
the impact of recent legislation on your investment in shares and the status of legislative, regulatory or administrative
developments and proposals and their potential effect on an investment in shares.

Congress passed major federal tax legislation in 2003. One of the changes reduced the tax rate on dividends paid
by corporations to individuals to a maximum of 15%. REIT distributions generally do not qualify for this reduced rate.
The tax changes did not, however, reduce the corporate tax rates. Therefore, the maximum corporate tax rate of 35% has
not been affected. Even with the reduction of the rate on dividends received by individuals, the combined maximum
corporate federal tax rate is 44.75% and with the effect of state income taxes can exceed 50%. As a REIT, we generally
would not be subject to federal or state corporate income taxes on that portion of our ordinary income or capital gain that
we distribute currently to our stockholders.

Although REITs continue to receive substantially better tax treatment than entities taxed as corporations, it is
possible that future legislation would cause a REIT to be a less advantageous tax status for companies that invest in real
estate, and it could become more advantageous for such companies to elect to be taxed for federal income tax purposes as a
corporation. As a result, our charter provides our board of directors with the ability, under certain circumstances, to revoke
or otherwise terminate our REIT election and cause us to be taxed as a corporation, without the vote of our stockholders.
Our board of directers has fiductary duties to us and to all investors and could only cause such changes in our tax treatment
if it determines in good faith that such changes are in the best interest of our stockholders.

Equity participation in morigage, bridge or mezzanine loans may result in taxable income and gains from these
properties which conld adversely impact our REIT status.

If we participate under a mortgage loan in any appreciation of the properties securing the mortgage loan or its cash
flow and the Internal Revenue Service characterizes this participation as “equity,” we might have to recognize income,
gains and other items from the property. This could affect our ability to qualify as a REIT.

[tem 1B. Unresolved Staff Comments.
None.

Item 2. Properties.

General

We completed our first property acquisition in March 2006 and, as of December 31, 2006, we wholly-owned four
properties and consolidated one property through an investment in a limited liability company. In addition, we are the
mezzanine lender for two development properties which we consolidate under FiN 46R.

The following table presents certain additional information about our consolidated properties as of
December 31, 2006:

Approximate

Rentable Ownership
Property Name Location Square Footage Description Interest
Whitewater Property Minnetonka, Minnesota 71,000 2-story office building 100%
Ferncroft Corporate Center  Middleton, Massachusetts 226,000 8-story office building 100%
Alexan Voss Houston, Texas -- development property Lender
Alexan Black Mountain Henderson, Nevada -- development property Lender
Chase Park Plaza St. Louis, Missouri -- hotel and redevelopment property 95%
Bent Tree Green Dallas, Texas 138,000 3-story office building 100%
Las Colinas Commons Irving, Texas 239,000 3-building office compliex 100%

The following information generally applies to all of our properties:

s we believe all of our properties are adequately covered by insurance and suitable for their intended purposes;
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¢ we have plans to make repairs and/or improvements or upgrades at several of our properties for which we do
not currently have bids on which to estimate the costs for these planned upgrades and repairs, and, at several
other properties, we have plans for major redevelopment or development in accordance with planned budgets;

¢ our properties are located in markets where we are subject to competition in attracting new tenants and
retaining current tenants; and

e depreciation is provided on a straight-line basis over the estimated useful lives of the buildings.

Pursuant to the SEC’s rules, for each subsequent property acquisition for which we are required to file a current
report, we will file a current report on Form 8-K containing information regarding the property acquired, the financial
statements related thereto, if necessary, and other pertinent information related to such property.

Future Lease Payments Table

The following table presents the future minimum base rental payments due to us over the next ten years at our
consolidated properties as of December 31, 2006:

2007 $ 10,902,172

2008 11,961,449
2009 12,877,717
2010 12,048 819
2011 12,062,112
2012 12,410,825
2013 2,217,001
2014 453,834
2015 288,036
2016 238,216

Item 3. Legal Proceedings.
We are not party to, and none of our properties are subject to, any material pending legal proceedings.
Item 4. Submission of Matters to a Vote of Security Holders.

No matters were submitted to a vote of security holders during the fourth quarter of 2606.
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PART I

Item S, Market for Registrant’s Common Equity, Related Stockholder Matters and issuer Purchases of
Equity Securities.

Market Information

There is no established public trading market for our common stock. Therefore, there is a risk that a stockholder
may not be able to sell our stock at a lime or price acceptable to the stockholder. Pursuant to the Offering, we are selling
shares of our common stock to the public at a price of $10.00 per share and at a price of $9.50 per share pursuant to our
distribution reinvestment plan. Unless and until our shares are listed on a national securities exchange, it is not expected
that a public market for the shares will develop.

In order for NASD members and their associated persons to participate in the offering and sale of our shares of
common stock, we are required pursuant to NASD Rule 2710(f)(2)(M) to disclose in each annual report distributed to
investors a per share estimated value of the shares, the method by which it was developed and the date of the data used to
develop the estimated value. In addition, we prepare annual statements of estimated share values to assist fiduciaries of
retirement plans subject to the annual reporting requirements of ERISA in the preparation of their reports relating to an
investment in our shares. During the Offering and for the first three full fiscal years following the termination of the last
public equity offering of shares of our common stock, the value of the shares is deemed to be the Offering price of $10 per
share (without regard to purchase price discounts for certain categories of purchasers), as adjusted for any special
distribution of net sales proceeds. There is no public trading market for the shares at this time, and there can be no
assurance that stockholders would receive $10 per share if such a market did exist and they sold their shares or that they
will be able to receive such amount for their shares in the future. Nor does this deemed value reflect the distributions that
stockholders would be entitled to receive if our properties were sold and the sale proceeds were distributed upon liquidation
of our company. Such a distribution upen liquidation may be less than $10 per share primarily due to the fact that the funds
initially available for investment in properties were reduced from the gross offering proceeds in order to pay selling
commissions and dealer manager fees, organization and offering expenses, and acquisition and advisory fees.

We view our offering stage as complete upon the termination of our first public equity offering that is not followed
by another public equity offering. For purposes of this definition, we do not consider a “public equity offering” to include
offerings on behalf of selling stockholders or offerings related to a distribution reinvestment plan, employee benefit plan or
the redemption of interests in our operating partnership, Behringer Harvard OP.

Holders

As of March 15, 2007, we had approximately 22,347,000 shares of common stock outstanding held by a total of
approximately 9,100 stockhelders.

Distributions

We will make an election to qualify as a REIT for federal income tax purposes commencing with our taxable year
ending December 31, 2006. As a REIT, we are required to distribute at least 90% of our “REIT taxable income™ to our
stockholders annually. Qur board declares distributions on a quarterly basis, portions of which are paid on a monthly basis.
Monthly distributions are paid based on daily record and distribution declaration dates so our investors will be entitled to be
paid distributions beginning on the day that they purchase shares. All distributions are recorded to stockholders’ equity.
Until proceeds from our offerings are invested and generating operating cash flow sufficient to make distributions to
stockhotders, we intend to pay all or a substantial portion of our distributions from the proceeds of such offerings or from
borrowings in anticipation of future cash flow. We initiated the payment of monthly distributions in August 2006. All of
the amounts distributed by us in 2006 represented distributions from the taxable eamings of real estate operations. In fiscal
vear 2006, we made cash distributions, including any distributions reinvested, aggregating approximately $t.1 million to
our stockholders. The following table shows the distributions declared and paid for the fiscal year ended December 31,
2006:

Distributions Distributions
2006 Declared Paid
Fourth Quarter 3 2,175,864 (1) § 686,499
Third Quarter 572,952 367,723
Second Quarter - -
First Quarter - -
$ 2,748,816 3 1,054,222
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(1) Includes a special distribution of approximately $1.4 million declared by our board of directors on December 19, 2006
to all common stockholders of record as of December 31, 2006.

Recent Sales of Unregistered Securities

We issued 21,739 shares of our common stock and 1,000 shares of convertible stock to Behringer Harvard
Holdings for $201,000 in cash in conjunction with our inception in 2004. Pursuant to its terms, the convertible stock
generally is convertible into shares of common stock with a value equal to 15% of the amount by which (1} our enterprise
value, including the total amount of distributions paid to our stockholders, exceeds (2) the sum of the aggregate capital
invested by our stockholders plus a 10% cumulative, non-compounded, annual return on such capital. We issued options to
purchase 5,000 shares of our common stock at $9.10 per share to two of our three independent directors and 1,250 shares of
our common stock at $9.10 per share to our other independent director on February 17, 2006 pursuant to the 2004 Stock
[ncentive Award Plan (the “Incentive Plan™}). We issued additional options to purchase 5,000 shares of our common stock
at $9.10 per share to each of our three independent directors on June 29, 2006 pursuant to the Incentive Plan. The options
issued pursuant to the Incentive Plan become exercisable one year after the date of grant, These shares were not registered
under the Securities Act of 1933, as amended, and were issued in reliance on Section 4(2) of the Securities Act.

Use of Proceeds from Registered Securities

Pursuant to a Registration Statement on Form S-11 (SEC Registration No. 333-120847) filed under the Securities
Act and declared effective by the SEC on September 20, 2005 and a Registration Statement on Form S-11 (SEC
Registration No. 333-138804) filed pursuant to Rule 462(b} under the Securities Act on November 17, 2006, we are
currently offering for sale to the public on a “best efforts™ basis {1) a maximum of 46,587,065 shares of our common stock
at a price of $10.00 per share and (2} up to 8,000,000 additional shares pursuant to a distribution reinvestment plan pursuant
to which our stockholders could elect to have their distributions reinvested in additional shares of our common stock. As of
December 31, 2006, we had sold approximately 18,189,000 shares of our common stock on a best efforts basis pursuant to
the Offering for aggregate gross offering proceeds of approximately $181.3 million.

The above-stated number of shares sold and the gross offering proceeds received from such sales does not include
21,739 shares of common stock purchased by Behringer Harvard Holdings in a private placement in 2004, prior to the
commencement of the Offering.

From the commencement of the Offering through December 31, 2006, we incurred the following expenses in
connection with the issuance and distribution of the registered securities pursuant to the Offering:

Type of Expense ____Amount
Other expenses to affiliates * $21,238,807
Other expenses to non-affiliates . 334,532
Total expenses $21,573,339

*“Other expenses to affiliates™ includes commissions and dealer manager fees paid to Behringer Securities, our affiliate,
which realiowed all or a portion of the commissions and fees to soliciting dealers.

From the commencement of the Offering through December 31, 2006, the net offering proceeds to us from the
Offering, after deducting the total expenses incurred described above, were approximately $159.8 million. From the
commencement of the Offering through December 31, 2006, we had used approximately $96.8 million of such net proceeds
to purchase interests in real estate, net of mortgages payable, and $14.2 million was invested through mezzanine loans. Of
the amount used for the purchase of these investments, approximately $4.9 million was paid to Behringer Opportunity
Advisors, our affiliate, as acquisition and advisory fees and acquisition expense reimbursement.
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Securities Authorized for Issuance under Equity Compensation Plans

The following table provides information regarding our equity compensation plans as of December 31, 2006:

Number of securities to be Weighted-average Number of securities remaining
issued upon exercise of exercise price of available for future issuance
outstanding options, outstanding options, under equity compensation
Plan Category warrants and rights warrants and rights plans

Equity compensation
plans approved by
security holders 26,250 $9.10 10,973,750*

Equity compensation
plans not approved by
security holders - - -

Total 26,250 $9.10 10,973,750*

* All shares authorized for issuance pursuant to awards not yet granted under our 2004 Stock Incentive Award Plan.

Share Redemption Program

In February 2006, our board of directors adopted a share redemption program for our investors. The purchase
price for the redeemed shares is set forth in the prospectus for our Offering of common stock, as supplemented. Our board
of directors reserves the right in its sole discretion at any time, and from time to time, to (1) waive the one-year holding
period in the event of the death, disability or bankruptcy of a stockholder or other exigent circumstances, (2) reject any
request for redemption, (3) change the purchase price for redemptions. or (4) terminate, suspend or amend the share
redemption program. Under the terms of the program, during any calendar year, we will not redeem in excess of 5% of the
weighted average number of shares outstanding during the twelve-month period immediately prior to the date of
redemption. In addition, our board of directors will determine whether we have sufficient cash from operations to
repurchase shares, and such purchases will generally be limited to proceeds from our distribution reinvestment plan plus
1% of operating cash flow for the previous fiscal year (to the extent positive). During the quarter ended
December 31, 2006, we redeemed shares as follows:

Maximum
Total Number of Number of Shares
Total Shares Purchased that May Yet Be
Number of Average as Part of Publicly Purchased Under
Shares Price Paid Announced Plans the Plans or
Redeemed Per Share or Programs Programs
October 2006 - b - - (N
November 2006 7,782 § 9.00 7,782 (H
December 2006 - g - - (1)
Total 7,782 £ 900 7,782 (N

(1) A description of the maximum number of shares that may be purchased under our redemption program is included in
the narrative preceding this table.

Item 6. Selected Financial Data.

We were formed on November 23, 2004, and did not commence operations until November 9, 2003, when we
accepted the minimum amount of subscriptions pursuant to the Offering. At December 31, 2005, we owned no properties.
As of December 31, 2006, we wholly-owned four properties, consolidated one property in which we have a 95% interest
through an investment in a limited liability company and we also consolidated two development properties under FIN 46R
as a mezzanine lender. Accordingly, the selected financial data for each fiscal year presented below retlects significant
changes in all categories. The following data should be read in conjunction with our audited consolidated financial
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statements and the notes thereto and “Management’s Discussion and Analysis of Financial Condition and Results of
Operations™ appearing elsewhere in this Annual Report on Form 10-K. The selected financial data presented below has
been derived from our audited consolidated financial statements.

As of As of As of

December 31, 2006 December 31, 2005 December 31, 2004
Total assets $ 267,167,978 3 19,107,332 $ 201,313
Long-term debt obligations $ 89,203,539 3 - 5 -
Other liabilities 15,869,982 2,693,673 -
Minority interest (1) 2,647,878 - -
Stockholders' equity 159,446,579 16,413,659 201,313
Total liabilities and stockholders' equity $ 267,167 978 $ 19,107,332 b 201,313

From inception

(November 23, 2004)
Year ended Year ended through
December 31, 2006 December 31, 2005 December 31, 2004

Revenucs 3 4,660,664 $ - 5 -
Net income (loss) $ 2,390,818 $ (103,233) 3 313
Basic carnings (loss) per share 3 0.25 5 (0.59) 5 0.01
Diluted earnings (loss) per share 5 0.25 $ (0.59) $ 0.01
Distributions declared per share-basic $ 0.29 3 - $ -
Distributions declared per share-diluted 3 0.28 3 - $ -

(1) Minority interest consists of the non-controlling ownership interests in real estate properties consolidated under FIN
46R and in Chase Park Plaza.

Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations,

The following discussion and analysis should be read in conjunction with the accompanying consolidated financial
staternents and the notes thereto.

Critical Accounting Policies and Estimates

Management’s discussion and analysis of financial condition and results of operations are based upon our
consolidated financial statements, which have been prepared in accordance with accounting principles generally accepted in
the United States of America (“GAAP”). The preparation of these financial statements requires our management to make
estimates and assumptions that affect the reported amounts of assets, liabilities, revenues and expenses, and related
disclosure of contingent assets and liabilities. On a regular basis, we will evaluate these estimates, including investment
impairment. These estimates will be based on management’s historical industry experience and on various other
assumptions that are believed to be reasonable under the circumstances. Actual results may differ from these estimates,

Below is a discussion of the accounting policies that we consider will be critical in that they may require complex
judgment in their application or require estimates about matters that are inherently uncertain.

Principles of Consolidation and Basis of Presentation

Our consolidated financial statements include our accounts, the accounts of variable interest entities (“VIEs”) in
which we are the primary beneficiary and the accounts of other subsidiaries over which we have control, All inter-
company transactions, balances and profits have been eliminated in consolidation. Interests in entities acquired are
evaluated for consolidation based on FIN 46R, which requires the consolidation of VIEs in which we are deemed to be the
primary beneficiary. If the interest in the entity is determined to not be a VIE under FIN 46R, then the entity is evaluated
for consolidation under the American Institute of Certified Public Accountants’® Statement of Position 78-9, “Accounting
for Investments in Real Estate Ventures,” as amended by Emerging Issues Task Force 04-3, “Determining Whether a
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General Partner, or the General Partners as a Group, Controls a Limited Partnership or Similar Entity When the Limited
Partners Have Certain Rights.”

There are judgments and estimates involved in determining if an entity in which we have made an investment is a
VIE and if so, if we are the primary beneficiary. The entity is evaluated to determine if it is a VIE by, among other things,
calculating the percentage of equity being risked compared to the total equity of the entity. FIN 46R provides some
guidelines as to what the minimum equity at risk shoutd be, but the percentage can vary depending upon the industry and/or
the type of operations of the entity and it is up to management to determine that minimum percentage as it relates to our
business and the facts surrounding each of our acquisitions. In addition, even if the entity’s equity at risk is a very low
percentage, we are required by FIN 46R to evaluate the equity at risk compared to the entity’s expected future losses to
determine if there could still in fact be sufficient equity at the entity. Determining expected future losses involves
assumptions of various possibilities of the results of future operations of the entity, assigning a probability to each
possibility and using a discount rate to determine the net present value of those future losses. A change in the judgments,
assumptions and estimates outlined above could result in consolidating an entity that should not be consolidated or
accounting for an investment on the equity method that should in fact be consolidated, the effects of which could be
material to our financial statements,

Real Estate and Intangible Assets

Upon the acquisition of real estate properties, we allocate the purchase price of those properties to the tangible
assets acquired, consisting of land, land improvements, buildings, building improvements, furniture, fixtures and
equipment, identified intangible assets, asset retirement obligations and assumed liabilities based on their relative fair
values in accordance with Statement of Financial Accounting Standards (*SFAS™) No. 141, “Business Combinations,” and
No. 142, “Goodwill and Other [ntangible Assets.,” Tdentified intangible assets consist of the fair value of above-market and
below-market leases, in-place leases, in-place tenant improvements, tenant relationships, and other intangible assets. Initial
valuations are subject to change until our information is finalized, which is no later than 12 months from the acquisition
date.

The fair value of the tangible assets acquired, consisting of land, land improvements, buildings, building
improvements, furniture, fixtures and equipment, is determined by valuing the property as if it were vacant, and the “as-if-
vacant” value is then allocated to the tangible assets. Land values are derived from appraisals, and bwiding and land
improvement values are calculated as replacement cost less depreciation or management’s estimates of the relative fair
value of these assets using discounted cash flow analyses or similar methods. Furniture, fixtures and equipment values are
determined based on current reproduction or replacement cost less depreciation and other estimated allowances based on
physical, functional or economic factors. The values of the buildings arc depreciated over the estimated useful lives
ranging from 25 years for office property to 39 years for hotel property using the straight-line method. Land improvements
are depreciated over the estimated useful life of 15 years, and furniture, fixtures and equipment are depreciated over
estimated useful lives ranging from five to seven years using the straight-line method.

We determine the value of above-market and below-market in-placc leases for acquired properties based on the
present value (using an interest rate that reflects the risks associated with the leases acquired) of the difference between (i)
the contractual amounts to be paid pursuant to the in-place leases and (ii) management’s estimate of current markel lease
rates for the corresponding in-place leases, measured over a period equal to the remaining non-cancelable terms of the
respective leases. We record the fair value of above-market and below-market leases as intangible assets or intangible
liabilities, respectively, and amortize them as an adjustment to rental income over the remaining non-cancelable terms of
the respective leases.

The total value of identified real estate intangible assets acquired is further allocated 10 in-place lease values, in-
place tenant improvements, in-place leasing commisstons and tenant relationships based on management’s evaluation of the
specific characteristics of each tenant’s lease and our overall relationship with that respective tenant. The aggregate value
for tenant improvements and leasing commissions is based on estimates of these costs incurred at inception of the acquired
leases, amortized through the date of acquisition. The aggregate value of in-place leases acquired and tenant relationships
is determined by applying a fair value model. The estimates of fair value of in-place leases include an estimate of carrying
costs during the expected lease-up periods for the respective spaces considering current market conditions. In estimating
the carrying costs that would have otherwise been incurred had the leases not been in place, management includes such
items as real estate taxes, insurance and other operating expenses as well as lost rental revenue during the expected lease-up
period based on current market conditions. The estimates of the fair value of tenant relationships also include costs to
execute similar leases including leasing commissions, legal and tenant improvements, as well as an estimate of the
likelihood of renewal as determined by management on a tenant-by-tenant basis.

We amortize the value of in-place leases and in-place tenant improvements to expense over the initial term of the
respective leases. The value of tenant relationship intangibles is amortized to expense over the initial term and any
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anticipated renewal periods, but in no event will the amortization period for intangible assets exceed the remaining
depreciable life of the building. Should a tenant terminate its lease, the unamortized portion of the in-place lease value and
tenant relationship intangibles would be charged to expense.

Other intangible assets consist of the value of an identified hotel trade name and in-place property tax abatements,
These fair values are based on management’s estimates of the relative fair value of these assets using discounted cash flow
analyses or similar methods. The value of the trade name is amortized over the cstimated useful life of 20 years using the
straight-line method and the value of the in-place property tax abatement is amortized over its estimated term using the
straight-line method.

We determine the fair value of assumed debt by calculating the net present value of the scheduled note payments
using interest rates for debt with similar terms and remaining maturities that we belicve we could obtain. Any difference
between the fair value and stated value of the assumed debt is recorded as a discount or premium and amortized over the
remaining life of the loan.

fn allocating the purchase price of each of our properties, management makes assumptions and uses various
estimates, including, but not limited to, the estimated useful lives of the assets, the cost of replacing certain assets, discount
rates used to determine present values, market rental rates per square foot and the period required to lease the property up to
its occupancy at acquisition if it were vacant. Many of these estimates are obtained from independent third party appraisals.
However, management is responsible for the source and use of these estimates. A change in these estimates and
assumptions could result in the various categories of our real estate assets and/or related intangibles being overstated or
understated, which could result in an overstatement or understatement of depreciation and/or amortization expense. These
vartances could be material to our financial statements.

Investment Impairments

For real estate we wholly own, our management monitors events and changes in circumstances indicating that the
carrying amounts of the real estate assets may not be recoverable. When such events or changes in circumstances are
present, we assess potential impairment by comparing estimated future undiscounted operating cash flows expected to be
generated over the life of the asset and from its eventual disposition to the carrying amount of the asset. In the event that
the carrying amount exceeds the estimated future undiscounted operating cash flows, we recognize an impairment loss to
adjust the carrying amount of the asset to estimated fair value.

For real estate we own through an investment in a joint venture, tenant-in-common interest or other similar
investment structure, at each reporting date, management compares the estimated fair value of our investment to the
carrying value. An impairment charge is recorded to the extent the fair value of our investment is less than the carrying
amount and the decline in value is determined to be other than a temporary decline, We had no impairment charges in
2006, and we owned no real estate assets prior to 2006.

In evaluating our investments for impairment, management makes several estimates and assumptions, including,
but not limited to, the projected date of disposition of the properties, the estimated future cash flows of the properties during
our ownership and the projected sales price of each of the properties. A change in these estimates and assumptions could
result in understating or overstating the book value of our investments, which could be material to our financial statements.

Overview

We were formed primarily to invest in and operate real estate or real estate related assets on an opportunistic basis.
In particular, we focus on acquiring properties with significant possibilities for shori-term capital appreciation, such as
those requiring development, redevelopment or repositioning or those located in markets with higher volatility and high
growth potential. We may acquire office, industrial, retail, hospitality, multi-family and other real properties, including
existing or newly constructed properties or properties under development or construction. Further, we may invest in real
estate related securities, including securities issued by other real estate companies, either for investment or in change of
control transactions completed on a negotiated basis or otherwise. We¢ also may invest in coilateralized mortgage-backed
securities, mortgage, bridge or mezzanine loans and Section 1031 TIC interests, or in entities that make investments similar
to the foregoing.

On September 20, 2005, our Registration Statement on Form S-11 (File No. 333-120847) covering the Offering of
up to 40,000,000 shares of common stock to be offered at a price of $10.00 per share was declared effective under the
Securities Act. On November 17, 2006, we registered an additional 6,587,065 shares of common stock pursuant to the
Offering through the filing of a Registration Statement on Form S-11 (File No. 333-138804) pursuant to Rule 462(b) under
the Securities Act. The Offering also includes up to 8,000,000 shares of common stock at a price of $9.50 per share
pursuant to our distribution reinvestment plan.
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On October 27, 2005, the conditions of our escrow agreement with Cilibank Texas, N.A, were satisfied and as a
result, operations commenced on November 9, 2005 upon acceptance of initial subscriptions. On November 9, 2005, we
had received and accepted subscriptions for 441,204 shares of common stock for gross offering proceeds of $4,408,510. As
of December 31, 2006, we had sold approximately 18,189,000 shares of our common stock, including approximately
119,000 shares through the dividend reinvestment plan, for gross offering proceeds of approximately $181.3 million. In
addition, 21,739 shares owned by Behringer Harvard Holdings were outstanding as of December 31, 2006. As of
December 31, 2006, we had no shares of preferred stock issued or outstanding and 1,000 shares of convertible stock issued
and outstanding.

Results of Operations

As of December 31, 2006, we wholly-owned four office properties and we consolidated one mixed-use hotel and
residential property through an investment in a limited liability company. We also consolidated two apartment
development properties as a mezzanine lender under FIN 46R. The properties are located Minnesota, Massachusetts,
Texas, Nevada and Missouri.

Fiscal year ended December 31, 2006 as compared to the fiscal year ended December 31, 2005

Rental Revenue. Rental revenue was 34,660,664 for the year ended December 31, 2006 and was comprised of
revenue, including adjustments for straight-line rent and amortization of above-market and below-market leases, from our
four office properties acquired throughout 2006. In addition, rental revenue includes approximately one month of revenue
from the lease of the hotel-related management and operations of Chase Park Plaza, a mixed-use hotel and residential
property acquired on December 8, 2006. During the year ended December 31, 2005, we did not own any real estate.
Management expects future increases in rental revenue as we continue to invest in additional real estate properties.

Property Operating Expenses. Property operating expenses for the year ended December 31, 2006 were
$1,555,818 and were comprised of operating expenses from our consolidated properties, including approximately $258,000
from our mezzanine loan investments consclidated under FIN 46R. We expect increases in property operating expenses in
the future as we purchase additional real estate properties. During the year ended December 31, 2005, we did not own any
real estate.

Interest Expense. interest expense for the year ended December 31, 2006 was $560,018 and was primarily
comprised of interest expense from Femncroft Corporate Center and Chase Park Plaza. During the year ended
December 31, 2005, we did not own any real estate. We expect increases in interest cxpense in the future as we purchase
and invest in additional real estate properties. For the year ended December 31, 2006, we capitalized aggregate interest
costs of approximately $384,000 for the Alexan Voss and Alexan Black Mountain projects and the redevelopment portion
of Chase Park Plaza. Interest costs for the development of these properties will continue to be capitalized until
development is complete,

Real Estate Taxes. Real estate taxes for the year ended December 31, 2006 were 3431,788 and were comprised of
real estate taxes from our operational properties and Chase Park Plaza. During the year ended December 31, 2005, we did
not own any real estate. We expect increases in real estate taxes in the future as we purchase additional real estate
properties.

Property Management Fees. Property management fees for the year ended December 31, 2006 were $155,407 and
were comprised of property management fees from our consolidated properties. During the year ended December 31, 2005,
we did not own any real estate. We expect increases in property management fees in the future as we invest in additional
real estate properties.

Asset Management Fees. Asset management fees for the year ended December 31, 2006 were $200,120 and were
comprised of agset management fees from our conselidated propertics. During the year ended December 31, 2005, we did
not own any real estate.

General and Administrative Expenses. General and administrative expenses for the year ended
December 31, 2006 were $855,494, as compared to $159,163 for the year ended December 31, 2005, and were comprised
of corporate general and administrative expenses, including directors’ and officers’ insurance premiums, auditing fees, legal
fees and other administrative expenses. The increased amount in 2006 was due to increased corporate activity.

Depreciation and Amortization Expense.  Depreciation and amortization expense for the year ended
December 31, 2006 was $1,351,054 and was comprised of depreciation and amortization of our consolidated properties.
During the year ended December 31, 2005, we did not own any real estate. We expect increases in depreciation and
amortization expense in the future as we purchase additional real estate properties.

43




Interest Income. Interest income for the year ended December 31, 2006 was $2,748,918 and primarily represented
interest income on funds on deposit, net of bank fees. As we admit new stockholders, subscription proceeds are released to
us and may be utilized as consideration for investments in real properties and the payment or reimbursement of dealer
manager fees, selling commissions, organization and offering expenses and operating expenses. Until required for such
purposes, net offering proceeds are held in short-term, liquid investments and eam interest income. During the year ended
December 31, 2005, we earned $55,930 in interest income. The increase in interest income in 2006 is due to higher cash
balances on deposit with banks as a result of increased proceeds from investor subscriptions,

Minority Interesr. Minority interest for the year ended December 31, 2006 was $90,935 and represents the net
losses of the two variable interest entities that we consolidate under FIN 46R as a mezzanine lender and the 5% unaffiliated
partner’s share of the net income of Chase Park Plaza. During the year ended December 31, 2605, we had no investments
with minority interest holders.

Fiscal year ended December 31, 2005 compared to the period of November 23, 2004 (date of inception) through
December 31, 2004

From the period beginning November 23, 2004 (date of inception) through December 31, 2004, we had no
operations. We commenced operations when we received and accepted subscriptions for a minimum of $2,000,000
pursuant to the Offering on November 9, 2005. As a result, our consolidated financial results for the year ended
December 31, 2005 are not comparable to results for the period from November 23, 2004 (date of inception) through
December 31, 2004.

Results of operations for the year ended December 31, 2005 consisted primarily of the foliowing:

General & Administrative Expenses. General and administrative expense of $159,163 was comprised of corporate
general and administrative expenses including directors’ and officers’ insurance premiums, auditing fees, legal fees and
other administrative expenses.

Interest Income. Interest income of $55,930 represents interest income on funds on deposit net of bank fees. As
we admit new stockholders, subscription proceeds are released to us and mayv be utilized as consideration for investments in
real properties and the payment or reimbursement of dealer manager fees, selling commissions, organization and offering
expenses and operating expenses. Until required for such purposes, net offering proceeds are held in short-term, liquid
investments and earn interest income.

Results in the period from November 23, 2004 (date of inception) through December 31, 2004 consisted of $313
in interest income on funds held by us.

Cash Flow Analysis
Fiscal year ended December 31, 2006 as compared to the fiscal year ended December 31, 2005

We commenced active operations when we made our first real estate acquisition on March 1, 2006 with the
purchase of the Whitewater Property. As of December 31, 2006, we wholly-owned four office properties and we
consolidated one mixed-use hotel and residential property through a 95% interest in a limited liability company. We also
consolidated two apartment development properties as a mezzanine lender per FIN 46R. Accordingly, our cash flows for
the year ended December 31, 2006, as compared to the year ended December 31, 2005, reflect significant increases in all
categories.

Cash flows provided by operating activities for the year ended December 31, 2006 were $3,927,562 and were
comprised primarily of net income of $2,390,818, changes in working capital accounts of $809,428, and the adjustment for
depreciation and amortization of $777.421. During the year ended December 31, 2005, cash flows used in operating
activities were $100,537 and were comprised of the net loss of $103,233 and changes in working capital accounts of
$2,696, and were significantly lower than the year ended December 31, 2006 due to the lack of real estate investments and
less corporate activity.

Cash flows used in investing activities for the year ended December 31, 2006 were $145,470,724 and primarily
represented real estate purchases and purchases of real estate under development of consolidated borrowers totaling
$137,964,468 and capital expenditures of real estate under development, including real estate of our consolidated
borrowers, of $5,861,470. During the year ended December 31, 2005, there were no cash flows from investing activities as
we had not yet begun to invest.

Cash flows provided by financing activities for the year ended December 31, 2006 were $177,621,376 and were
comprised primarily of funds received from the issuance of stock, net of offering costs of $142,654,570, proceeds from a
mortgage payable of $18,000,000 and proceeds from mortgages of consolidated borrowers of $16,203,539. During the year
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ended December 31, 2005, cash flows provided by financing activities were $18,460,109 and were comprised primarily of
funds received from the issuance of stock, net of offering costs, of $16,315,579 and the increase of $2,158,017 in payables
to affiliates for organizational and offering expenses.

Fiscal year ended December 31, 2005 compared to the period of November 23, 2004 (date of inception) through
December 31, 2004

We commenced operations when we received and accepted subscriptions for a minimum of $2,000,000 pursuant
to the Offering on November 9, 2005. As a result, our consolidated financial results for the year ended December 31, 2005
are not comparable to results for the period from November 23, 2004 (date of inception) through December 31, 2004.

Cash flows used in operating activities for the year ended December 31, 2005 were $100,537 and were comprised
of the net loss of $103,233 and changes in working capital accounts of $2,696. During the year ended December 31, 2004,
cash flows provided by operating activities were $313, which consisted of net income.

Cash flows from financing activities for the year ended December 31, 2005 were $18,460,109 and were comprised
primarily of funds received from the issuance of stock, net of offering costs, of $16,315,579 and $2,158,017 in payables to
affiliates for organizational and offering expenses. There were no cash flows from financing activities for the period ended
December 31, 2004,

Liquidity and Capital Resources

The amount of distributions payable to our stockholders will be determined by our board of directors and is
dependent on a number of factors, including funds available for distribution, financial condition, capital expenditure
requirements and annual distribution requirements needed to qualify and maintain our status as a REIT under the Code.
Operating cash flows are expected to increase as additional properties are acquired in the development of our investment
portfolio.

Our principal demands for funds will continue to be for property acquisitions, either directly or through investment
interests, for mortgage loan investments, for the payment of operating expenses and distributions, and for the payment of
interest on our outstanding indebtedness and other investments. Generally, cash needs for items other than property
acquisitions and morigage loan investments are expected to be met from operations, and cash needs for property
acquisitions are expected to be met from the public offering of our shares. However, there may be a delay between the sale
of our shares and our purchase of properties and mortgage loan investments, which could result in a delay in the benefits to
our stockholders, if any, of returns generated from our operations. Our advisor evaluates potential acquisitions of real
estate and real estate related assets and engages in negotiations with sellers and borrowers on our behalf. Investors should
be aware that after a purchase contract is executed that contains specific terms, the property will not be purchased until the
successful completion of due diligence and negotiation of final binding agreements. During this period, we may decide to
temporarily invest any unused proceeds from the Offering in certain investments that could yield lower retutns than the
properttes. These lower returns may affect our ability to make distributions.

We borrowed $18,000,000 under a loan agreement (the “Femncroft Loan™) with Barclays Capital Real Estate Inc.
The interest rate under the loan is fixed at 6.33% per annum and requires monthly payments of interest only beginning
October 2006 through September 2011, with monthly payments of approximately $112,000 required beginning October
2011 and continuing through September 2013 and any remaining balance payable at the maturity date, September 1, 2013.
Femcroft Corporate Center is held as collateral for the Ferncroft Loan. Prepayment in whole (but not in part) is permitted
from and after the twelfth monthly payment date prior to the maturity date. As of December 31, 2006, our outstanding
principal balance under the Ferncroft Loan was $18,000,000.

We agreed to provide mezzanine financing of up to approximately $22,680,000 to unaffiliated third-party entities
for the acquisition and development of apartment communities known as Alexan Voss and Alexan Black Mountain.
During the year ended December 31, 2006, the unaffiliated third parties that own Alexan Voss and Alexan Black Mountain
incurred approximately $31,144,000 in development costs, of which we have funded approximately $14,233,000 through
our mezzanine loans. The parties that own Alexan Voss and Alexan Black Mountain intend to fund the remaining portion
of the acquisition and development of Alexan Voss and Alexan Black Mountain through our mezzanine loans and third-
party construction loans.

Through a 95% ownership interest in a consolidating subsidiary, we assumed a $55,000,000 mortgage loan in the
acquisition of Chase Park Plaza under a loan assumption agreement (the “Chase Park Plaza Loan”). The interest rate under
the Chase Park Plaza Loan is fixed at 5.2% per annum. Monthly payments of interest only are required with any remaining
balance payable at the maturity date, August 1, 2010. Prepayment, in whole (but not in part} is permitted on or after
August 1, 2007, provided that at least thirty days prior written notice is given and a prepayment fee is paid. No such
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prepayment fee shall be required to be paid in connection with a prepayment made after May 1, 2010. As of
December 31, 2006, the outstanding principal balance under the Chase Park Plaza Loan is $55,000,000.

We expect to meet our future short-term operating liquidity requirements through net cash provided by our current
property operations and the operations of properties to be acquired in the future. Management also expects that our
properties will generate sufficient cash flow to cover operating expenses and the payment of a monthly distribution. Other
potential future sources of capital include proceeds from secured or unsecured financings from banks or other ienders,
proceeds from the sale of properties and undistributed funds from operations. If necessary, we may use financings or other
sources of capital in the event of unforeseen significant capital expenditures.

Funds from Operations

Funds from operations (“FFO™) is a non-GAAP financial measure that is widely recognized as a measure of REIT
operating performance. FFQ is defined by the National Association of Real Estate Investment Trusts as net income (loss),
computed in accordance with GAAP excluding extraordinary items, as defined by GAAP, and gains (or losses) from sales
of property, plus depreciation and amortization on real estate assets, and after adjustments for unconsolidated partnerships,
Joint ventures and subsidiaries. We believe that FFO is helpful to investors and our management as a measure of operating
performance of our operating assets because it excludes depreciation and amortization, gains and losses from property
dispositions, and extraordinary items, and as a result, when compared year 1o year, reflects the impact on operations from
trends in occupancy rates, rental rates, operating costs, development activities, general and administrative expenses, and
interest costs, which is not immediately apparent from net income. Historical cost accounting for real estate assets in
accordance with GAAP implicitly assumes that the value of real estate diminishes predictably over time. Since real estate
values have historically risen or fallen with market conditions, many industry investors and analysts have considered the
presentation of operating results for real estate companies that use historical cost accounting alone to be insuifficient. As a
result, our management believes that the use of FFO, together with the required GAAP presentations, provides a more
complete understanding of our performance and a more informed and appropriate basis on which to make decisions
involving operating, financing and investing activities. Factors that impact FFO include start-up costs, fixed costs, delay in
buying assets, lower yields on cash held in accounts pending investment, income from portfolio properties and other
portfolio assets, interest rates on acquisition financing and operating expenses. FFO should not be considered as an
alternative to ret income (loss) or as an indication of our liguidity, nor is it indicative of funds available to fund our cash
needs, including our ability to make distributions. Qur calculation of FFO, by quarter, for the year ended December 31,
2006 is presented below:

First Quarter Second Quarter Third Quarter Fourth Quarter Year

Net income b 131,271 $ 439978 % 817,274 $§ 1,002,295 § 2,350,818
Preferred stock dividends - - - - -
Net income allocable to

common stock 131,271 439,978 17,274 1,002,295 2,390,818
Real estate depreciation 23,828 71,862 231,583 240,222 567.495
Real estate amortization 18,996 59,567 171,473 533,523 783,559
Funds from operations (FFO) $ 174,095 & 571,407 § 1220330 $ 1,776,040 $ 3,741,872
GAAP weighted average shares:

Basic 3,764,889 7,914,406 11,340,747 15,351,418 9,629,398

Diluted 3,764,889 7,926,986 11,367,997 15,377,668 9,646,771

Provided below is additional information related to selected non-cash items included in net income above, which
may be helpful in assessing our operating results.

e Straight-line rental revenue of approximately $484,000 was recognized for the year ended
December 31, 2006. During the year ended December 31, 2005, we did not own any reat estate.

In addition, cash flows generated from FFO may be used to fund all or a portion of certain capitalizable items that
are excluded from FFO, such as capital expenditures and payments of principal on debt, each of which may impact the
amount of cash available for distribution to our stockholders.

During the year ended December 31, 2006, we declared and paid distributions from FFQ and expect to continue to
do so, except to the extent of distributions from the sale of our assets. However, given the uncertainty arising from
numcrous factors, including both the raising and placing of capital in the current real cstate environment, ultimate FFO
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performance cannot be predicted with certainty. For example, if we are not able to timely invest net proceeds of the
Oftering at favorable yields, future distributions declared and paid may exceed FFO.

Net Operating Income

Net operating income (“NOI”) is defined as net income, computed in accordance with GAAP, generated from
properties before interest expense, asset management fees, interest income, general and administrative expenses,
depreciation, amortization, and the sale of assets. We believe that NOI provides an accurate measure of the operating
performance of our operating assets because NO! excludes certain items that are not associated with management of the
properties. To facilitate understanding of this financial measure, a reconciliation of net operating income to net income has
been provided in accordance with GAAP. Our caiculation of NOI, by quarter, for the year ended December 31, 2006 is
presented below:

First Quarter Second Quarter Third Quarter Fourth Quarter Year
Rental revenue 5 119,043 5 355,201 $ 1316884 § 2869536 § 4,600,664
Operating expenses:
Property operating expenscs 21,724 113,918 564,863 855,313 1,555,818
Real estate taxes 20,984 60,532 109,362 240910 431,788
Property management fees 4,905 14,742 38,194 97,566 155,407
Fotal operating expenses 47,613 189,192 712,419 1,193,789 2,143,013
Net operating income ) 71,430 $ 166,009 $ 604,465 3 1,675,747 § 2,517,651
Reconciliation to Net Income
Net operating income $ 71,430 3 166,009 3 604,465 3 1,675,747 $  2,517.651
Less: Depreciation and amortization (42,824) (131.429) (403.056) (773,745) (1,351,054)
General and administrative expense {160,158) (211,610) (206,845) (276,881} (855,494)
Intcrest expense - - (127.665) {432,353) (560,018)
Assct management fees (5.495) {16,485) (65,416} (112,724) (200,120)
Add:  Interest income 268,318 633,493 885,094 962,013 2,748,918
Minority Interest - - 130,697 (39,762) 90.935
Net income $ 131,271 3 439,978 $ 817274 $ 1.002.295 § 2,390.818

Contractual Obligations

The following table summarizes our contractual obligations as of December 31, 2006:

Mortgages Payable Total 2007 2008 2009 2010 2011 Thercafter

Principal $ 89,203,539  $ 2,860,000 § 2,860,000 $ 9.968,461 $55,515,078 § 335301 517,664,699
Interest 20,764,243 5,124,962 4,987,925 4,713,725 2,922,102 1,153,437 1,862,092
Total (1) $109,967,782 $ 7.984.962 § 7.847.925 $14,682,186  $58,437,180 $ 1,488,738  §19.526,791

(1} Includes the mortgages payabie of our mezzanine borrowers consolidated under FIN 46R with principal balances
totaling approximately $16,204,000. These mortgages payable are obligations of our mezzanine borrowers and are not
payable by us.

Off-Balance Sheet Arrangements

We have no off-balance sheet arrangements that are reasonably likely to have a current or future material effect on
our financial condition, changes in financial condition, revenues or expenses, results of operations, liquidity, capital
expenditures or capital resources.

New Accounting Pronouncements

In July 2006, the FASB issued FIN 48, “Accounting for Uncertainty in Income Taxes, an interpretation of FASB
Statement No. 109, which clarifies the relevant criteria and approach for the recognition and measurement of uncertain tax
positions. FIN 48 is effective beginning January 1, 2007 and the adoption of FIN 48 did not have a material effect on our
financial condition, results of operations, or liquidity.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” which establishes a single
authoritative definition of fair value, sets out a framework for measuring fair value, and requires additional disclosures
about fair value measurements. SFAS No, 157 applies only to fair value measurements that are already required or
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permitted by other accounting standards. SFAS No. 157 is effective for fiscal years beginning after November 15, 2007.
We are currently evaluating the impact that adopting SFAS No. 157 will have on our financial statements.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities — Including an Amendment of FASB Statement No. 115." The fair value option established by SFAS No. 159
permits all entities to choose to measure eligible items at fair value at specified election dates. A business entity will report
unrealized gains and losses on items for which the fair value option has been elected in earnings {or another performance
indicator if the business entity does not report earnings) at each subsequent reporting date, SFAS No. 159 is effective as of
the beginning of fiscal years beginning after November 15, 2007. We arz currently evaluating the impact that adopting
SFAS No. 159 will have on our financial statements.

Inflation

The real estate market has not been affected significantly by inflation in the past several years due to the relatively
low inflation rate. However, we intend to include provistons in the majority of our tenant leases that would protect us from
the impact of inflation. These provisions include reimbursement billings for common area maintenance charges, real estate
tax and insurance reimbursements on a per square foot basis, or in some cases, annual reimbursement of operating expenses
above a certain per square foot allowance.

Ttem 7A. Quantitative and Qualitative Disclosures About Market Risk.

We may be exposed to interest rate changes primarily as a result of long-term debt used to acquire properties and
make loans and other permitted investments. Our management’s objectives, with regard to interest rate risks, are to limit
the impact of interest rate changes on earnings and cash flows and to lower overall borrowing costs. To achieve these
objectives, we borrow primarily at fixed rates or variable rates with the lowest margins available and in some cases, with
the ability to convert variable rates to fixed rates. With regard to variable rate financing, we will assess interest rate cash
flow risk by continually identifying and monitoring changes in interest rate exposures that may adversely impact expected
future cash flows and by evaluating hedging opportunities. We do not enter into derivative financial instruments such as
options, forwards, interest rate swaps, caps or floors to mitigate our interest rate risk on a related financial instrument or to
effectively lock the interest rate portion of our variable rate debt. Of our approximately $89,204,000 in mortgages payable
at December 31, 2006, approximately $16,204,000 represented debt subject to variable interest rates, which included the
mortgages payable of borrowers we consolidated under FIN 46R. If our variable interest rates increased 100 basis points,
we estimate that total annual interest cost, including interest expensed and interest capitalized, would increase by
approximately $164,000.

We do not have any foreign operations and thus we are not exposed to foreign currency fluctuations.
Item §. Financial Statements and Supplementary Data.

The information required by this ltem 8 is hereby incorporated by reference to our Consolidated Financial
Statements beginning on page F-1 of this Annual Report on Form 10-K.

Hem 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosure.

On September 2, 2005, we retained the services of Deloitte & Touche LLP as our independent auditors to replace
our former independent registered public accounting firm, PricewaterhouseCoopers LLP. This engagement and
replacement was approved by our Audit Committee. During the period fiom November 23, 2004 (date of inception)
through December 31, 2004, and the subsequent interim period through September 2, 2005, we did not consult with
Deloitte & Touche LLP regarding any matters noted in {tem 304(a) of Regulation S-K.

There have been no “disagreements” within the meaning of ltem 304(a)(1)iv) of Regulation S-K, or any events of
the type listed in ltem 304(a)(1)(v)(A) through (D) of Regulation S-K, involving PricewaterhouseCoopers LLFP that
occurred during the period from November 23, 2004 (date of inception) through December 31, 2004 and the subsequent
interim period through September 2, 2005. PricewaterhouseCoopers LLP’s report on our consolidated financtal statements
as of June 30, 2005 and December 31, 2004 and for the six months ended June 30, 2005 and the period from
November 23, 2004 (date of inception) through December 31, 2004 did not contain any adverse opinions or disclaimers of
opinion and was not qualified or modified as to uncertainty, audit scope or accounting principles.

Ttem 9A. Controls and Procedures.

As required by Rule 13a-15(b) and Rule 15d-15(b) under the Securitics Exchange Act of 1934, as amended (the
“Exchange Act”), our management, including our Chief Executive Officer and Chief Financial Officer, evaluated as of
December 31, 2006, the effectiveness of our disclosurc controls and procedures as defined in Exchange Act Rule 13a-15(e)
and Rule 15d-15(e). Based on that evaluation, our Chief Executive Officer and Chief Financial Officer concluded that our
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disclosure controls and procedures, as of December 31, 2006, were effective for the purpose of ensuring that information
required to be disclosed by us in this report is recorded, processed, summarized and reported within the time periods
specified by the rules and forms of the Exchange Act and is accumulated and communicated to management, including the
Chief Executive Officer and Chief Financial Officer, as appropriate to allow timely decisions regarding required
disclosures.

We believe, however, that a controls system, no matter how well designed and operated, can only provide reasonable
assurance, and not absolute assurance, that the objectives of the controls systems are met, and an evaluation of controls can
provide only reasonable assurance, and not absolute assurance, that all control issues and instances of fraud or error, if any,
within a company have been detected.

There has been no change in internal controls over financial reporting that occurred during the quarter ended
December 31, 2006 that has materially affected, or is reasonably likely to materially affect, our internal control over
financial reporting.

[tem 9B. Other Information.

None.
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PART Iil
Item 10. Directors, Executive Officers and Corporate Governance,

The information required by this [tem will be presented in our definitive proxy statement for the annual meeting of
stockholders to be held on June 21, 2007, which is expected to be filed with the Securities and Exchange Commission on or
about April 30, 2007, and is incorporated herein by reference.

Item 11, Executive Compensation.

The information required by this Item will be presenied in our definitive proxy statement for the annual meeting of
stockholders to be hetd on June 21, 2007, which is expected 1o be filed with the Securities and Exchange Commission on or
about April 30, 2007, and is incorporated herein by reference.

[tem 12, Security Ownership of Certain Beneficial Owners and Management and Related Stockholder
Matters.

The information required by this Item will be presented in our definitive proxy statement for the annual meeting of
stockholders to be held on June 21, 2007, which is expected to be filed with the Securities and Exchange Commission on or
about April 30, 2007, and is incorporated herein by reference.

Item 13. Certain Relationships and Related Transactions and Director Independence.

The information required by this Item will be presented in our definitive proxy statement for the annual meeting of
stockholders to be held on June 21, 2007, which is expected be filed with the Securities and Exchange Commission on or
about April 30, 2007, and is incorporated herein by reference.

Item 14. Principal Accounting Fees and Services.

The information required by this [tem will be presented in our definitive proxy statement for the annual meeting of
stockholders to be held on June 21, 2007, which is expected to be filed with the Securities and Exchange Commission on or
about April 30, 2007, and is incorporated herein by reference,
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Item 18,
{(a)

PART IV
Exhibits and Financial Statement Schedules,
List of Documents Filed.
1. Financial Statements

The list of the financial statements filed as part of this Annual Report on Form 10-K is set forth on page
F-1 herein.

2. Financial Statement Schedules
Report of Independent Registered Public Accounting Firm
Schedule 111 Real Estate and Accumulated Depreciation
3 Exhibits

The list of exhibits filed as part of this Annuat Report on Form 10-K is submitted in the Exhibit Index
following the financial statements in response to [tem 601 of Regulation S-K.

Exhibits.
The exhibits filed in response to ltem 601 of Regulation S-K are listed on the Exhibit Index attached hereto.
Financial Statement Schedules.

All financial statement schedules, except for Schedule Il (see (a) 2. above), have been omitted because the
required information of such schedules is not present, is not present in amounts sufTicient to require a schedule or
is included in the financial statements.
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Pursuant to the requirements of Section 13 or 15(d) of the Securitics Exchange Act of 1934, the registrant has duly
caused this report to be signed on its behalf by the undersigned, thereunto duly authorized,

Behringer Harvard Opportunity REIT 1, Inc.

Dated: March 30, 2007 By:

/s/ Robert M. Behringer

Robert M, Behringer

Chief Executive Officer and Chairman of the
Board of Directors

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons on behalf of the registrant and in the capacities and on the dates indicated.

March 30, 2007

March 30, 2007

March 30, 2007

March 30, 2007

March 30, 2007

March 30, 2007

March 30, 2007

/s/ Robert M. Behringer

Robert M. Behringer

Chief Executive Officer and Chairman of the
Board of Directors

{Principal Executive Officer)

{s/ Robert S. Aisner
Robert S. Aisner
President, Chief Operating Officer and Director

fs/ Gary S. Bresky

Gary S. Bresky

Chief Financial Officer
(Principal Financial Officer)

/s/ Kimberly Arianpour
Kimberly Arianpour

Chief Accounting Officer
{Principal Accounting Officer)

/s/ Barbara C. Bufkin
Barbara C. Bufkin
Director

/s/ Robert J. Chapman
Robert J. Chapman
Director

/s/ Sieven J. Kaplan
Steven J. Kaplan
Director

52




INDEX TO CONSOLIDATED FINANCIAL STATEMENTS

Financial Statements

Report of Independent Registered Public Accounting Firm

Consolidated Balance Sheets as of December 31, 2006 and 2005

Consolidated Statements of Operations for the Years ended
December 31, 2006 and 2005 and for the period from November 23, 2004
{date of inception) through December 31, 2004

Consolidated Statements of Stockholders’ Equity for the Years ended
December 31, 2006 and 2005 and for the period from November 23, 2004
{date of inception) through December 31, 2004

Consolidated Statements of Cash Flows for the Years ended December 31, 2006 and 2005
and for the period from November 23, 2004 (date of inception)
through December 31, 2004

Notes to Consolidated Financial Statements

Financial Statement Schedules

Report of Independent Registered Public Accounting Firm

Schedule 11l — Real Estate and Accumulated Depreciation

Page

F-3

F-4

F-21

F-22




REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Behringer Harvard Opportunity REIT [, Inc.:

We have audited the accompanying consolidated balance sheets of Behringer Harvard Opportunity REIT I, Inc. and
subsidiaries (the “Company™) as of December 31, 2006 and 2005 and the related consolidated statements of operations,
stockholders’ equity and cash flows for the years ended December 31, 2006 and 2005 and for the period from November
23, 2004 (date of inception) through December 31, 2004, These financial statements are the responsibility of the
Company’s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Those standards require that we plan and perform the audit to obtain reasonable assurance about whether the
financial statements are free of material misstatement. The Company is not required to have, nor were we engaged to
perform, an audit of its internal control over financial reporting. Our audits included consideration of internal control over
financial reporting as a basis for designing audit procedures that are appropriate in the circumstances, but not for the
purpose of expressing an opinion on the effectiveness of the Company’s internal contrel over financial reporting.
Accordingly, we express no such opinion. An audit also includes examining, on a test basis, evidence supporting the
amounts and disclosures in the financial statements, assessing the accounting principles used and signiticant estimates made
by management, as well as evaluating the overall financial statement prescntation. We believe that our audits provide a
reasonable basis for our opinion,

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of the
Company at December 31, 2006 and 2005, and the results of their operations and their cash flows for the years ended
December 31, 2006 and 2005 and for the period from November 23, 2004 (date of inception) through December 31, 2004,
in conforrnity with accounting principles generally accepted in the United States of America.

/s/ Deloitte & Touche LLP

Dallas, Texas
March 28, 2007




Assets

Behringer Harvard Opportunity REIT I, Inc,

Consolidated Balance Sheets
As of December 31, 2006 and 2005

Real estate

Land and improvements, net
Buildings and improvements, net
Real estate under development
Total real estate

Cash and cash equivalents
Restricted cash

Accounts receivable

Prepaid expenses and other assets
Furniture, fixtures and equipment
Deferred financing fees, net
Note receivable

Lease intangibles, net

Other intangibles, net

Total assets

Liabilities and stockholders' equity
Liabilities

Mortgages payable

Accounts payable

Payables to affiliates

Acquired below-market leases, net
Dividends payable

Accrued liabilities

Subscriptions for common stock
Other liabilities

Total liabilities

Commitments and contingencies

Minority interest

Stockholders' equity

Preferred stock, $.0001 par value per share;

50,000,000 shares authorized, none outstanding
Convertible stock, $.0001 par value per share;

1,000 shares authorized, 1,000 shares issued and outstanding
Common stock, $.0001 par value per share;

350,000,000 shares authorized, 18,202,576 and

2,034,005 shares issued and outstanding at

December 31, 2006 and December 31, 2005, respectively
Additional paid-in capital
Accumulated distributions in excess of net income (loss}

Total stockholders’ equity
Total liabilities and stockholders' equity

2006

2005

15,353,818
118,998,957
38,418,150

172,770,925

54,639,099
2,335,492
1,207,613

476,624
7,840,693
1,788,365
1,718,359

13,564,476

10,826,332

18,560,885
460,470

85,977

267,167,978

19,107,332

89,203,539
470,354
2,410,501
4,365,090
1,694,594
5,539,770
569,673
820,000

2,158,017

88,673
446,983

105,073,521

2,693,673

2,647,878

1.820
159,905,677
(460,918)

203
16,516,376
(102,920}

159,446,579

16,413,659

267,167,978

b}

19,107,332

See Notes to Consolidated Financial Statements.




Behringer Harvard Opportunity REIT I, Inc.
Consolidated Statements of Operations

From inception

(November 23, 2004)
Year ended Year ended through
December 31, 2006 December 31, 2003 December 31, 2004

Rental revenue $ 4,660,664 $ - 8§ -
Expenses

Property operating expenses 1,555,818 - -

Interest expense 560,018 - -

Real estate taxes 431,788 - -

Property management fees 155,407 - -

Asset management fees 200,120 - -

General and administrative 855,494 159,163 -

Depreciation and amertization 1,351,054 - -
Total expenses 5,109,699 159,163 -
Interest income 2,748,918 55,930 313
Minority interest 90,935 - -
Net income (loss) ) 2,390,818 $ (103.233) § 313
Weighted average shares outstanding:

Basic 9,629,398 174,833 21,739

Diluted 9,646,771 174,833 21,739
Earnings (loss) per share:

Basic $ 0.25 $ 059 % 0.01

Diluted $ 0.25 b (0.59) §% 0.01

See Notes to Consolidated Financial Statements.




Balance, November 23, 2004
{Date of Inception)

Cash received from sale of
convertible stock

Cash received from sale of
common stock

Net income

Balance a1 December 31, 2004
Issuance of common stock, net

Net loss

Balunce at December 31, 2005
Issuance of common stock, net
Redemption of cormon stock
Distributions declared on common stock

Shares issued pursvant to Distribution
Reinvestment Plan, net

Net income

Balance at December 31, 2006

Behringer Harvard Opportunity REIT [, Inc.
Consolidated Statements of Stockholders' Equity

Accumulated
Distributions
Convertible Stock Common Stock Additionat in Excess of Total
Number of Par Number of Par Paid-In Net Income Stockholders’
Shares Value Shares Value Capital {Loss) Equity
- 8 - 8 - - § - 8 -
1,000 - - 1,000 - 1,000
- 21,739 2 199,998 - 200,000
- - . - 313 3103
1,000 21,739 2 200,998 313 201,313
- 2,012,266 201 16,315,378 - 16,315,579
R - . - (103,233} (103,233)
1,000 2,034,005 203 16,516,376 (192,920} 16,413,659
- 16,056,984 1,606 142,336,285 - 142,337,801
- (7,782) (0 (70,241 . (70,242)
- - - - (2,748.816) {2.748,816)
- 119,369 12 1,123,257 - 1,123,269
- - - - 2,390,818 2,390,818
1,000 3§ 18,202,576  § 1,820 159,905,677 § (460,918) § 159,446,579

See Notes to Consolidaied Financlal Statements.




Behringer Harvard Opportunity REIT I, Inc.
Consolidated Statements of Cash Flows

From inception

(November 23, 2004)
Year ended Year ended through year ended
December 31, 2006 December 31, 2005 December 31, 2004

Cash flows frem operating activitics:
Net income (loss) $ 2,390,818 S (103.233y S 313
Adjustments 1o reconcile net income (loss) to net cash
flows provided by (used in) operating activities:

Depreciation and amortization 777,421 - -
Amortization of deferred financing fees 40,830 - -
Minority interest (90,935) - -
Change in accounts receivable (919,458) - -
Change in prepaid expenses and other assets 99,259 (85,977) -
Change in lease intangibles (36,949) - -
Change in accounts payable 470,254 - -
Change in accrued liabilities 1,066,256 88,673 -
Net change in receivables/payables to affiliates 130,466 - -
Cash provided by (used in) operating activities 3,927,562 (100,537) 313

Cash flows from investing activities:

Purchases of real estate {113.786,203) - -
Purchase of real estate under development

of consolidated borrowers (24.178,265) - -
Capital expenditures for real esiate under development (9.608) - -
Capital expenditures for real estate under deselopment

of consolidated borrowers (5.851,8562) -
Additions of property and equipment (16,933) -
Change in restricted cash (1,627,853) -

Cash used in investing activities (145.470.724) -

Cash flows from financing activities:

Financing costs (1.860.810) -
Proceeds from mortgage payable 18,000,000 -
Proceeds from mortgages of consolidated borrowers 16,203,539 - -
Issuance of common stock 160,438,238 20,082,968 -
Redemptions of common stock (2,609) - -
Offering costs (17,783,7°8} (3,767,389) -
Distributions (247.632) - -
Contributions from minority interest holders 2,738,813 - -
Change in subscriptions for commaon stock 122,690 446,983 -
Change in subscription cash received {109,203) (460,470) -
Net change in receivables/payables to affiliates 122,018 2,158,017 -
Cash provided by financing activities 177.621,376 18,460,109 -
Net change in cash and cash equivalents 16,078,214 18,359,572 313
Cash and cash equivalents at beginning of period t8.560,885 200,313 201,000
Cash and cash equivalents at end of period 5 54,639,099 $ 18.560.885 S 201,313

See Notes to Consolidated Financial Statements.




Behringer Harvard Opportunity REIT I, Inc.
Notes to Consolidated Financial Statements

l. Business and Organization

Business

LRI M

Behringer Harvard Opportunity REIT [, Inc. (which may be referred to as the “Company,” “we,” “us,” or “our™)
was organized in Maryland on November 23, 2004 and will make an election to be taxed, and qualify, as a real estate
investment trust, or REIT, for federal income tax purposes, effective for our taxable year ending December 31, 2006, We
invest in and operate real estate or real estate related assets on an opportunistic basis. In particular, we focus on acquiring
properties with significant possibilities for short-term capital appreciation, such as those requiring development,
redevelopment or repositioning or those located in markets and submarkets with higher volatility and high growth potential.
We may acquire office, industrial, retail, hospitality, recreation and leisure, multifamily and other properties. We may
purchase existing or newly constructed properties or properties under development or construction, including multifamily
properties for conversion into condominiums. Further, we may invest in real estate related securities, including securities
issued by other real estate companies, either for investment or in change of control transactions completed on a negotiated
basis or otherwise. We also may invest in collateralized morigage-backed securities, mortgage, bridge or mezzanine loans
and Section 1031 tenant-in-common interests, or in entities that make investments similar to the foregoing. We are
currently offering our common stock pursuant to a public offering that commenced on September 20, 2005 (the “Offering”)
and is described below.

We commenced our Offering of shares of our common stock on September 20, 2005 and commenced operations
on November 9, 2005 upon our acceptance of initial subscriptions for 441,204 shares of common stock, which satisfied the
minimum offering requirement of $2,000,000 established for the Offering.

Substantially all of our business is conducted through Behringer Harvard Opportunity OP 1, LP, a Texas limited
partnership organized in November 2004 (“Behringer Harvard OP™). As of January |, 2007, our wholly-owned subsidiary,
BHO. Inc., a Delaware corporation, was the sole general partner of Behringer Harvard OP and owned 17 partnership units
of Behringer Harvard OP for which its predecessor in interest coniributed $170. As of January 1, 2007, our wholly-owned
subsidiary, BHO Business Trust, a Maryland business trust, was a limited partner of Behringer Harvard OP and owned
approximately 18.2 million partnership units of Behringer Harvard OP for which its predecessor in interest contributed
approximately $181.9 million.

Qur advisor is Behringer Harvard Opportunity Advisors | LP (*Behringer Opportunity Advisors™), a Texas limited
partnership formed in 2004, Behringer Opportunity Advisors is our affiliate responsible for managing our affairs on a day-
to-day basis and for identifying and making acquisitions and investments on our behalf.

Organization

On September 20, 2005, we commenced a public offering of up to 40,000,000 shares of common stock to be
offered at a price of $10 per share, pursuant to a Registration Statement on Form S-11 declared effective under the
Securities Act of 1933, as amended. On November 17, 2006, we registered an additional 6,587,065 shares of common
stock pursuant to the Offering through the filing of a Registration Statement on Form S$-11 pursuant to Rule 462(b) under
the Securities Act. The Registration Statement declared effective as of September 20, 2005 also covers the offering of up to
8,000,000 shares of common stock to be offered at a price of $9.50 per share pursuant to our distribution reinvestment plan
(the “DRIP™).

Stockholders, after their initial purchase of shares, may clect to make cash investments of $25.00 or more in
additional shares of common stock at regular intervals as part of the our automatic purchase plan.

As of December 31, 2006, we had issued 18,210,358 shares of our common stock, including 21,739 shares owned
by Behringer Harvard Holdings, LLC (*Behringer Harvard Holdings™) and 119,369 shares through the DRIP. As of
December 31, 2006, we had redeemed 7,782 shares of our common stock and had 18,202,576 shares of our common stock
outstanding. As of December 31, 2006, we had 1,000 shares of non-participating, non-voting convertible stock issued and
outstanding and no shares of preferred stock issued and outstanding.

We admit new stockholders pursuant to the Offering at ieast monthly. All subscription proceeds are held in a
separate account unti} the subscribing investors are admitted as stockholders. Upon admission of new stockholders,
subscription proceeds are transferred to operating cash and may be utilized as consideration for investments and the
payment or reimbursement of dealer manager fees, selling commissions, organization and offering expenses and operating
expenses. Until required for such purposes, net offering proceeds are held in short-term, liquid investments.

We intend to use the proceeds from our Offering, after deducting offering expenses, primarily to acquire
commercial properties, such as office buildings, shopping centers, business and industrial parks, manufacturing facilities,
apartment buildings, warehouse and distribution facilities, and motel and hotel properties.
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Behringer Harvard Opportunity REIT I, Inc.
Notes to Consolidated Financial Statements

Our common stock is not currently listed on a national exchange. Unless liquidated earlier, we anticipate causing
the shares of common stock to be listed for trading on a national securities exchange or liquidating our real estate portfolio
on or before the sixth anniversary of the termination of the Offering. Depending upon the then-prevailing market
conditions, it is our intention to consider beginning the process of liquidation within three to six years after the termination
of the Offering. In the event that we do not obtain such listing prior to the sixth anniversary of the termination of the
Offering, unless a majority of our board of directors and a majority of our independent directors extend such date, our
charter requires us to begin the sale of our properties and liquidation of our assets.

2. Summary of Significant Accounting Policies
Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with accounting principles generally accepted in the United
States of America requires management to make estimates and assumptions that affect the reported amounts of assets and
liabilities and disclosure of contingent assets and liabilities at the date of the financial statements and the reported amounts
of revenues and expenses during the reporting period. These estimates include such items as purchase price allocation for
real estate acquisitions, impairment of long-lived assets, depreciation and amortization and allowance for doubtful accounts.
Actual results could differ from those estimates.

Principles of Consolidation and Basis of Presentation

Our consolidated financial statements include our accounts, the accounts of variable interest entities in which we
are the primary beneficiary and the accounts of other subsidiaries over which we have control. All inter-company
transactions, balances and profits have been eliminated in consolidation. Interests in entities acquired arc evaluated based
on Financial Accounting Standards Board (“FASB™) Interpretation (“FIN™) 46R “Consolidation of Variable Interest
Entities,” which requires the consolidation of variable interest entitizs in which we are deemed to be the primary
beneficiary. If the interest in the entity is determined to not be a variable interest entity under FIN 46R, then the entities are
evaluated for consolidation under the American Institute of Certified Public Accountants’ Statement of Position 78-9,
“Accounting for Investments in Real Estate Ventures,” as amended by Emerging Issues Task Force 04-5, “Determining
Whether a General Partner, or the General Partners as a Group, Controls a Limited Partnership or Similar Entity When the
Limited Partners Have Certain Rights.”

Real Estate and Other Intangible Assets

Upon the acquisition of real estate properties, we allocate the purchase price of those properties to the tangible
assets acquired, consisting of land, land improvements, buildings, building improvements, furniture, fixtures and
equipment, identificd intangible assets, asset retirement obligations and assumed liabilities based on their relative fair
values in accordance with Statement of Financial Accounting Standards (“SFAS™) No. 141, “Business Combinations,” and
No. 142, “Goodwill and Other Intangible Assets.” Identified intangible assets consist of the fair value of above-market and
below-market leases, in-place leases, in-place tenant improvements, tenant relationships, and other intangible assets. Initial
valuations are subject to change until our information is finalized, which is no later than 12 months from the acquisition
date.

The fair value of the tangible assets acquired, consisting of land, land improvements, buildings, building
improvements, fumiture, fixtures and equipment, is determined by valuing the property as if it were vacant, and the “as-if-
vacant” value is then allocated to the tangible assets. Land values are derived from appraisals, and building and land
improvement values are calculated as replacement cost less depreciation or management’s estimates of the relative fair
value of these assets using discounted cash flow analyses or similar methods. Furniture, fixtures and equipment values are
determined based on current reproduction or replacement cost less depreciation and other estimated allowances based on
physical, functional or economic factors. The values of the buildings are depreciated over the estimated useful lives
ranging from 25 years for commercial office property to 39 years for hotel/mixed-use property using the straight-line
method. Land improvements are depreciated over the estimated useful life of 15 years, and furniture, fixtures and
equipment are depreciated over estimated useful lives ranging from five to seven years using the straight-line method.

We determine the value of above-market and below-market in-place leases for acquired properties based on the
present value (using an interest rate that reflects the risks associated with the leases acquired) of the difference between (i)
the contractual amounts o be paid pursuant to the in-place leases and (i) management’s estimate of current market lease
rates for the corresponding in-place leases, measured over a period equal to the remaining non-cancelable terms of the
respective leases. We record the fair value of above-market and below-market leases as intangible assets or intangible
liabilities, respectively, and amortize them as an adjustment to rental income over the remaining non-cancelable terms of
the respective leases.




Behringer Harvard Opportunity REIT I, Inc.
Notes to Consolidated Financial Statements

The total value of identified real estate intangible assets acquired is further allocated to in-place lease values, in-
place tenant improvements, in-place leasing commissions and tenant relationships based on management’s evaluation of the
specific characteristies of each tenant’s lease and our overall relationship with that respective tenant. The aggrepate value
for tenant improvements and [easing commissions is based on estimates of these costs incurred at inception of the acquired
leases, amortized through the date of acquisition. The aggregate value of in-place leases acquired and tenant relationships
is determined by applying a fair value model. The estimates of fair value of in-place leases include an ¢stimate of carrying
costs during the expected lease-up periods for the respective spaces considering current market conditions. In estimating
the carrying costs that would have otherwise been incurred had the leases not been in place, management includes such
items as real estate taxes, insurance and other operating expenses as well as lost rental revenue during the expected lease-up
pericd based on current market conditions. The estimaies of the fair value of tenant relationships also include costs to
execute similar leases including leasing commissions, legal and tenant improvements, as well as an estimate of the
likelihood of renewal as determined by management on a tenant-by-tenant basis.

We determine the fair value of assumed debt by calculating the net present value of the scheduled note payments
using interest rates for debt with similar terms and remaining maturities that we believe we could obtain, Any difference
between the fair value and stated value of the assumed debt is recorded as a discount or premium and amortized over the
remaining life of the loan.

We amortize the value of in-place leases and in-place tenant improvements to expense over the initial term of the
respective leases. The value of tenant relationship intangibles is amortized to ¢cxpense over the initial term and any
anticipated renewal pertods, but in no event will the amortization period for intangible assets exceed the remaining
depreciable life of the building. Should a tenant terminate its lease, the unamortized portion of the in-place lease value and
tenant relationship intangibles would be charged to expense. The estimated remaining useful lives for acquired lease
intangibles range from 2.2 years to 14.2 years.

Other intangible assets consist of the value of an identified hotel trade name and in-place property tax abatements.
These fair values are based on management’s estimates of the relative fair value of these assets using discounted cash flow
analyses or similar methods. The value of the trade name is amortized over the estimated useful life of 20 years using the
straight-line method and the value of the in-place property tax abatement is amortized over its estimated term of ten years
using the straight-line method.

Anticipated amortization associated with the acquired lease intangibles and acquired other intangible assets for
each of the following five years ended December 31 is as follows:

Intangibles

2007 5 1,880,905
2008 1,880,905
2009 1,697,884
2010 1,672,821
2011 1,695,597

As of December 31, 2006, accumulated depreciation and amortization related to our consolidated investments in
real estate assets and intangibles were as follows:

Acquired Acquired Other
Buildings and Land In-Place Above-Market  Below-Market Hozel
Improvements _Improvements Leases Leases Leases Intangibles
Cost $119.566,452 8§ 58,116 §13.976,901 S 371,135 $ (4.938.723) 10,826,332
Less: depreciation and amortization (567,495) - (783,560) - 573,633 -
Net $118.998,957 3§ 58,116 §13,193,341 $ 371,135 § (4,365,090) § 10,826,332

Cash and Cash Equivalents

We consider investments in highly-liquid money market funds with original maturities of three months or less to
be cash equivalents. The carrying amount of cash and cash equivalents reported on the balance sheet approximates fair
value.




Behringer Harvard Opportunity REIT I, Inc.
Notes to Consolidated Financial Statements

Restricted Cash

Restricted cash includes subscription proceeds that are held in a separate account until the subscribing investors
are admitted as stockholders. We admit new stockholders at least monthly. Upon acceptance of stockholders, subscription
proceeds are transferred to operating cash and may be utilized as consideration for investments and the payment or
reimbursement of dealer manager fees, selling commissions, organization and offering expenses and operating expenses.
Restricted cash as of December 31, 2006 also includes approximately $1.8 million held in escrow accounts, as required by
our lenders, for real estate taxes and other reserves for our consolidated properties.

Accounts Receivable

Accounts receivable primarily consists of receivables from the hotel operator, and lessee of the hotel portion, of
Chase Park Plaza and tenants related to our other consolidated properties. There was no allowance for doubtful accounts as
of December 31, 2006. We had no accounts receivable as of December 31, 2005.

Prepaid Expenses and Other Assets

Prepaid expenses and other assets includes prepaid directors’ and officers’ insurance, as well as prepaid insurance
and real estate taxes of our consolidated properties.

Furniture, Fixtures and Equipment

Furniture, fixtures and equipment are recorded at cost and are depreciated using the straight-line method over the
estimated useful lives of the assets. Fumiture, fixtures and equipment are depreciated over {ive to scven-year lives.
Maintenance and repairs are charged to operations as incurred while renewals or improvements to such assets are
capitalized.

Investment Impairments

For real estate we wholly own, our management monitors events and changes in circumstances indicating that the
carrying amounts of the real estate assets may not be recoverable. When such events or changes in circumstances are
present, we assess potential impairment by comparing estimated future undiscounted operating cash flows expected to be
generated over the life of the asset and from its eventual disposition, to the carrying amount of the asset. In the event that
the carrying amount exceeds the estimated future undiscounted operating cash flows, we recognize an impairment loss to
adjust the carrying amount of the asset to estimated fair value.

For real estate we own through an investment in a joint venture, tenant-in-common interest or other similar
investment structure, at each reporting date, management compares the estimated fair value of our investment to the
carrying value. An impairment charge is recorded to the extent the fair value of our investment is less than the carrying
amount and the decline in value is determined to be other than a temporary decline. There were no impairment charges
during the year ended December 31, 2006, and we owned no real estate asszts in years prior to 2006.

Deferred Financing Fees

Deferred financing fees are recorded at cost and are amortized uging a straight-line method that approximates the
effective interest method over the life of the related debt. Accumulated amortization of deferred financing fees was
approximately $72,400 as of December 31, 2006. We had no deferred financing fees as of December 31, 2005.

Note Receivable

We have leased the hotel portion of the Chase Park Plaza property to the hotel operator, who is also our 5%
unaffiliated partner. In conjunction with the lease agreement, we made a working capital and inventory loan of up to
approximately $1.9 million to the hotel operator. The interest rate under the note is fixed at 5% per annum. The term of the
note is the earlier of December 31, 2016 or the termination of the related hotel lease agreement. Annual payments of
interest only are required each December with any remaining balance payable at the maturity date. In accordance with the
hotel lease agreement, the tenant will receive a reduction in its base rental payment due in January in the amount of the
interest paid on the promissory note in the previous December. This reduction in the lease payment is reflected as a
straight-line adjustment to base rental revenue.

Asset Retirement Obligations

We record the fair value of any conditional asset retirement obligations in accordance with FIN 47, “Accounting
for Conditional Asset Retirement Obligations,” if they can be reasonably estimated. As part of the anticipated renovation
and redevelopment of an acquired property, we will incur future costs for the abatement of regulated materials, primarily
asbestos-containing materials, as required under environmental regulations. Qur estimate of the fair value of the liability is

F-10




Behringer Harvard Opportunity REIT I, Inc,
Notes to Consolidated Financia) Statements

$820,000 based on future anticipated costs to be incurred for the legal removal or remediation of the regulated materials.
As of December 31, 2006, the balance of the asset retirement obligation is $820,000 and is included in other liabilities.

Revenue Recognition

We recognize rental income gencrated from leases on real estale assets on a straight-line basis over the terms of the
respective leases, including the effect of rent holidays, if any. The total net increase to rental revenues due to straight-line
rent adjustments for the year ended December 31, 2006 was approximately $484,000. There were no straight-line rent
adjustments for the year ended December 31, 2005 and for the period from inception (November 23, 2004) through
December 31, 2004, As discussed above, our rental revenue also includes amortization of above-market and below-market
leases.

Organization and Offering Costs

Behringer Opportunity Advisors funds organization and offering costs on our behalf. We are required to
reimburse Behringer Opportunity Advisors for such organization and offering costs up to 2% of the cumulative capital
raised in the Offering. Organization and offering costs include items such as legal and accounting fees, marketing,
promotional and printing costs. All offering costs are recorded as an offset to additional paid-in capital, and all
organization costs are recorded as an expense at the time we become liable for the payment of these amounts.

Stock-Based Compensation

We have a stock-based incentive award plan for our directors and consultants and for employecs, directors and
consultants of our affiliates. We account for this plan under the “modified prospective” method of SFAS No. 123R,
“Share-Based Payment.” In the “modified prospective” method, compensation cost is recognized for all share-based
payments granted after the effective date and for all unvested awards granted prior to the effective date. In accordance with
SFAS No. 123R, prior period amounts were not restated. SFAS No. 123R also requires the tax benefits associated with
these share-based payments to be classified as financing activities in the Consolidated Statements of Cash Flows, rather
than as operating cash flows as required under previous regulations. For the year ended December 31, 2006, we had no
significant compensation cost related to this incentive award plan.

Concentration of Credit Risk

At December 31, 2006 and 2005, we had cash and cash equivalents and restricted cash on deposit in financtal
institutions in excess of federally insured levels. We regularly monitor the financial stability of these financial institutions
and believe that we are not exposed to any significant credit risk.

Minority Interest

We hold a primary beneficiary interest as a lender in certain variable interest entities that own real estate properties
and thus, we censolidate their accounts with and into our accounts. Minority interest represents the non-controlling
ownership interest’s proportionate share of the equity in real estate properties consolidated under FIN 46R and the 5%
unaffiliated partner’s share of the equity in Chase Park Plaza. Income and losses are allocated to minority interest holders
based on their percentage ownership.

Earnings per Share

Earnings per share (“EP8”) is calculated based on the weighted average number of shares outstanding during each
period. Diluted EPS includes the effects of dilutive stock options outstanding during each period using the treasury stock
method.

The following table sets forth the reconciliation between weighted average shares outstanding used for calculating
basic and diluted earnings per share for the year ended December 31, 2006. The weighted average shares outstanding used
to calculate both basic and diluted income (loss) per share were the same for the year ended December 31, 2005 and for the
period from inception (November 23, 2004) through December 31, 2004 as there were no options outstanding.

Year ended
December 31, 2006
Weighted average shares for basic earnings per share 9,629,398
Effect of stock options 17,373
Weighted average shares for diluted earnings per share 9.646.771
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Reportable Segments

SFAS No. 131, “Disclosures about Segments of an Enterprise and Related Information,” establishes standards for
reporting financial and descriptive information about an enterprisc’s reportable segments. Our current business consists
only of owning, managing, operating, leasing, acquiring, developing, investing in and disposing of real estate assets.
Management evaluates operating performance on an individual property level. However, as each of our properties will
have similar economic characteristics, our properties will be aggregated into one reportable segment.

3. New Accounting Pronouncements

In July 2006, the FASB issued FIN 48, “Accounting for Uncertainty in Income Taxes, an interpretation of FASB
Statement No. 109,” which clarifies the relevant criteria and approach for the recognition and measurement of uncertain tax
positions. FIN 48 is effective beginning January 1, 2007 and the adoption of FIN 48 did not have a material effect on our
financial condition, results of operations, or liquidity.

In September 2006, the FASB issued SFAS No. 157, “Fair Value Measurements,” which establishes a single
authoritative definition of fair value, sets out a framework for measuring fair value, and requires additional disclosures
about fair value measurements. SFAS No. 157 applies only to fair value measurements that are already required or
permitted by other accounting standards. SFAS No. 157 is effective for fiscal years beginning after November 15, 2007.
We are currently evaluating the impact that adopting SFAS No. 157 will have on our financial statements.

In February 2007, the FASB issued SFAS No. 159, “The Fair Value Option for Financial Assets and Financial
Liabilities — Including an Amendment of FASB Statement No. 115.” The fair value option established by SFAS No. 159
permits all entities to choose to measure eligible items at fair value at specified election dates. A business entity will report
unrealized gains and losses on items for which the fair value option has been elected in earnings (or another performance
indicator if the business entity does not report earnings) at each subsequent reporting date. SFAS No. 159 is effective as of
the beginning of fiscal years beginning after November 15, 2007. We are currently evaluating the impact that adopting
SFAS No. 159 will have on our financial statements.

4. Acquisitions
Real Estate Asset Acquisitions

On March 1, 2006, we acquired a two-story office building containing approximately 71,000 rentable square feet
(unaudited), located on approximately 6.14 acres (unaudited) of land in Minnetonka, Minnesota (the “Whitewater
Property”). The contract purchase price of the Whitewater Property was approximately $9,000,000, excluding closing
costs. We used proceeds from the Offering to pay the entire purchasc price and all closing costs of the acquisition.

On July 13, 2006, we acquired an eight-story office building containing approximately 226,000 rentable square
feet (unaudited) located on approximately 12.6 acres (unaudited) of land in Middleton, Massachusetts (the “Ferncroft
Corporate Center”). The contract purchase price of Femcroft Corporate Center, exclusive of closing costs and initial
escrows, was approximately $27,000,000. We used proceeds from the Offering to pay the entire purchase price and all
closing costs of the acquisition.

On December 13, 2006, we acquired a three-story office building containing approximately 138,000 rentable
square feet (unaudited), located on approximately 3.4 acres (unaudited) of land in Dallas, Texas (“Bent Tree Green”). The
total contract purchase price for Bent Tree Green, exclusive of closing costs and initial escrows, was $11,850,000. We used
proceeds from the Offering to pay the entire purchase price and all closing costs of the acquisition.

On December 20, 2006, we acquired three office buildings containing approximately 239,000 rentable square feet
{unaudited) located on approximately 17.3 acres (unaudited) of land in Irving, Texas (“Las Colinas Commons”). The total
contract purchase price for Las Colinas Commons, exclusive of closing costs and initial escrows, was $15,922,900. We
used proceeds from the Offering to pay the entire purchase price and all closing costs of the acquisition.

Business Combination

On December 8, 2006, we acquired a 95% ownership interest in two consolidated subsidiaries that, combined, own
a mixed-used hotel, retail and residential property located in St. Louis, Missouri (“Chase Park Plaza™). Chase Park Plaza
consists of an [1-story hotel building with guest rooms, restaurants, banquet and meeting space, a five-screen movie
theater, rentable office space, an outdoor pool, a fitness center, a spa, retail shops, as well as a 29-story residential building
with a total of 269 residential and corporate apartment units. We have leased the hotel and all hotel retated-operations of
Chase Park Plaza to our 5% unaffiliated partner and operator of the hotel. We have budgeted redevelopment and
conversion of the residential building into additional hotel rooms, corporate apartments and condominiums. The aggregate
initial capital obligation for our 95% ownership interest in Chase Park Plaza is approximately $47,500,000, of which
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approximately $43,400,000, excluding costs incurred outside of closing, was funded at acquisition. We used proceeds from
the Offering to pay the initial capital contribution and also assumed a $55,000,000 mortgage loan on the property.

The following summary presents the initial estimated allocation of the Chase Park Plaza purchase price to the
assets acquired and liabilities assumed, We are in the process of finalizing the allocation, which is subject to change until
our information is finalized, no later than {2 months from the acquisition date.

Land and improvements

$

4,954,611

Buildings and improvements
Real estate under development
Furniture, fixtures and equipment

73,390,628
5,359,843
7,840,693

Trade name
Property tax abatement
Restricted cash

Accounts and other receivables

Prepaid expenses and other assets

Deferred financing fees
Note receivable
Accrued liabilities
Other liabilities

Less: mortgage loan assumed

Net assets acquired

7,536,940
3,289,393
137,966
287,655
350,587
1.127.370
1,718,359
(658,918)
(820,000)

104,515,127

(55,000,000}

3

49,515,127

The following summary presents the results of operations for the years ended December 31, 2006 and 2005, on an
unaudited pro forma basis, as if the acquisition of Chase Park Plaza had occurred as of January 1 of the respective years.
The pro forma results are for illustrative purposes only and do not purport to be indicative of the actual results that would
have occurred had the transaction occurred on January 1 of the respective years, nor are they indicative of results of

operations that may occur in the future,

Total revenues
Total expenses
Interest income
Minority interest
Net income (loss)

Weighted average shares outstanding:
Basic
Diluted

Earnings (loss) per share:
Basic
Diluted

5. Variable Interest Entities

2006 2005
12,126,799 $ 7,851,203
14,191,807 8,850,541

2,834,836 141,848

167,438 37,713
937,266 $  (819,777)
10,342,898 5,282,599
10,359,193 5,282,599
0.09 $ (0.16)
0.09 $ (0.16)

During the year ended December 31, 2006, we agreed to provide secured mezzanine financing with an aggregate
principal amount up to approximately $22.680,000 to unaffiliated third-party entities that own real estate under
development (the “Alexan Voss” and “Alexan Black Mountain” properties, respectively), These entities also have secured
construction loans with third-party lenders, with an aggregate principal amount up to approximately $68,611,000. Qur
merzanine loans are subordinate to the construction loans. [n addition, we have entered into option agreements allowing us
to purchase the ownership interests in Alexan Voss and Alexan Black Mountain after each project’s substantial completion.

The loans finance the acquisition and development of apartment communities in Houston, Texas and Henderson,
Nevada. The Alexan Voss project in Houston, Texas consists of two parcels of land for development, known as La Scala
and Hart. The owners of Alexan Voss acquired the La Scala parcel on September 22, 2006 and the Hart parcel on
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October 5, 2006, The owners of the Alexan Black Mountain project in Henderson, Nevada acquired land for development
on September 29, 2006, These acquisitions were financed primarily by the mezzanine and construction loans.

Based on our evaluation, we have determined that these entities meet the criteria of variable interest entities under
FIN 46R and that we are the primary beneficiary of these variable interest entities. Therefore, we have consolidated the
entities, including the related real estate assets and third-party construction financing. As of December 31, 2006, there is
approximately $31,144,000 of real estate under development related to Alexan Voss and Alexan Biack Mountain, which
collateralizes the outstanding principal balance of the construction loans of approximately $16,204,000. The third-party
construction lenders have no recourse to the general credit of us as the primary beneficiary, but their loans are guaranteed
by the owners of the variable interest entities. As of December 31, 2006, the outstanding principal balance under our
mezzanine loans was approximately $14,233,000, which is eliminated, along with accrued interest, upon consolidation.

6. Capitalized Costs

We capitalize interest, property taxes, insurance and construction costs on our real estate properties under
development, which include Alexan Voss, Alexan Black Mountain and the redevelopment portion of Chase Park Plaza.
For the year ended December 31, 2006, we capitalized a total of approximately $38,418.000 in costs associated with real
estate under development, including certain costs related to acquisition. For the year ended December 31, 2006, we
capitalized approximately $384,000 and $31,600, respectively, in interest and deferred financing costs for real estate under
development,

7. Leasing Activity

Future minimum base rental payments due to us under non-cancelable leases in effect as of December 31, 2006,
for our consolidated properties are as follows:

2007 $ 10,902,172

2008 11,961,449
2009 12,877,717
2010 12,048,819
<2011 12,062,112
Thereafter 16,961,773

$ 76,814,042

As of December 31, 2006, four of our tenants accounted for 10% or more of our aggregate annual rental revenues
from our consolidated properties. Verizon Information Services Inc., a telecommunications provider, leased approximately
57% of Ferncroft Corporate Center and accounted for rental revenue of approximately 81,510,000 since acquisition, or
approximately 32% of our aggregate rental revenues for the year ended December 31, 2006. ABC Insurance Management
Group, LLC, a multi-line insurance agency, leased approximately 52% of the Whitewater Property and accounted for rental
revenue of approximately $662,000 since acquisition, or approximately 14% of our aggregate rental revenues for the year
ended December 31, 2006. Kingsdell, L.P., our 5% unaffiliated partner in Chase Park Plaza and hotel operator, leased the
hotel and its operations and accounted for rental revenue of approximately $629,000 since acquisition, or approximately
4% of our aggregate rental revenues for the year ended December 31, 2006. SAS Institute Inc., a privately-held software
company, leased approximately 25% of Ferncroft Corporate Center and accounted for rental revenue of approximately
$568,000 since acquisition, or approximately 12% of our aggregate rental revenues for the year ended December 31, 2006.

8. Mortgages Payable

The following table sets forth our mortgages payable on our consolidated properties, including the mortgage
obligations of properties consolidated under FIN 46R at December 31, 2006:

Balance as of Interest Maturity
Description December 31, 2006 Rate Date
Ferncroft Corporate Center 5 18,000,000 6.33% 9/1/2013
Alexan Voss (1) 10,403,747  30-day LIBOR+ 1.6% (2) 3/22/2010
Alexan Black Mountain (1) 5,799,792 3 mo. LIBOR + 1.6% (3) 9/29/2009
Chasc Park Plaza 55,000,000 5.2% 8/1/2010
3 89,203,539
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(1) The mortgages payable of our mezzanine borrowers consolidated under FIN 46R are obligations of our mezzanine
borrowers and are not payable by us.

(2) 30-day London Interbank Offer Rate (“LIBOR”) was 5.33% at December 31, 2006.
(3) Three month LIBOR was 5.36% at December 31, 2006.

The payment terms of our morigage cobligations vary. In general, interest only is payable monthly (and is
generally drawn on the underlying construction loan for properties under development), with all unpaid principal and
interest due at maturity. Our loan agreements stipulate that we comply with certain reporting and financial covenants.
These covenants include, among other things, maintaining minimum debt service coverage ratios. As of
December 31, 2006, we were in compliance with the debt covenants under our loan agreements.

The following table summarizes our contractual obligations for principal payments as of December 31, 2006:

Principal payments due in:

2007 $ 2,860,000
2008 2,860,000
2009 9,968,461
2010 55,515,078
2011 335,301
Thereafler 17,664,699
Total $ 89,203,539
9, Stockholders’ Equity
Capitalization

As of December 31, 2006, our authorized capital was 350,000,000 shares of common stock, 50,000,000 shares of
preferred stock and 1,000 shares of convertible stock. All shares of such stock have a par value of $.000! per share. As of
December 31, 2006, we had 18,202,576 shares of our common stock outstanding, including 21,739 shares owned by
Behringer Harvard Holdings. As of December 31, 2006, we had 1,000 shares of our convertible stock issued and
outstanding and no shares of preferred stock issued and outstanding.

As of December 31, 2006, we had options to purchase 26,250 shares of stock outstanding at a weighted average
exercise price of $9.10. On November 23, 2004 (date of inception), we sold 1,000 shares of convertible stock and 21,739
shares of common stock to Behringer Harvard Holdings for $201,000 in cash. Pursuant to its terms, the convertible stock
generally is convertible into shares of our common stock with a value equal o 15% of the amount by which (1) our
enterprise value, including the total amount of distributions paid to our stockholders, exceeds (2) the sum of the aggregate
capital invested by our stockholders plus a 10% cumulative, non-compounded, annual return on such capital. Conversion
of the convertible stock may be limited by our board of directors if it determines that full conversion may jeopardize our
qualification as a REIT. Our board of directors may authorize additional shares of capital stock and their characteristics
without obtaining stockholder approval.

Share Redemption Program

Our board of directors has authorized and adopted a share redemption program that enables our stockholders to
sell their shares to us in limited circumstances after they have held them for at least one year. The purchase price for the
redeemed shares is set forth in the prospectus for the Offering of our common stock. Our board of directors reserves the
right in its sole discretion at any time, and from time to time, to (1) waive the one-year holding period in the event of the
death, disability or bankruptcy of a stockholder or other exigent circumstances, (2) reject any request for redemption,
(3) change the purchase price for redemptions, or (4) terminate, suspend or amend the share redemption program. Under
the terms of the plan, during any calendar vear, we will not redeem in excess of 5% of the weighted average number of
shares outstanding during the twetve-month period immediately prior to the date of redemption. In addition, our board of
directors will determine whether we have sufficient cash from operations to repurchase shares, and such purchases will
generally be limited to proceeds of our DRIP plus 1% of operating cash flow for the previous fiscal year (to the extent
positive}. As of December 31, 2006, we had redeemed 7,782 shares of common stock.,
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Distributions

We initiated the payment of monthly distributions in August 2006 in the amount of a 2% annualized rate of return,
based on an investment in our common stock of $10.00 per share and calculated on a daily record basis of $0.0005479 per
share. In December 2006, our board of directors declared distributions to be paid in the first quarter of 2007 in the amount
of a 2.5% annualized rate of retum, calculated on a daily record basis of $0.0006849 per share. Also in December 2006,
our board of directors declared a special distribution to all common stockholders of record as of December 31, 2006 in the
aggregate amount of $1.4 miilion, to be paid pro rata over all shares of common stock outstanding. Pursuant to our DRIP,
stockholders may elect to reinvest any cash distribution in additional shares of common stock. We record all distributions
when declared, except that the stock issued through the DRIP is recorded when the shares are actually issued.

The following are the distributions declared during the year ended December 31, 2006:

2006 Total Cash DRIP
4th Quarter $ 2,175,864 § 473,023 $ 1,702,841
3rd Quarter 572,952 131,669 441,283
2nd Quarter - - -
Ist Quarter - - -
Total $2,748,816 $ 604,692 $ 2,144,124

10. Stock Plans

The Behringer Harvard Opportunity REIT 1, Inc. Amended and Restated 2004 Incentive Award Plan (“Incentive
Award Plan™) was approved by our board of directors on July 19, 2005 and by our stockholders on July 25, 2005, and
provides for equity awards to our directors and consultants and to employees, directors and consultants of our affiliates. A
total of 11,000,000 shares have been authorized and reserved for issuance under our Incentive Award Plan. An option to
acquire 1,250 shares was awarded to an independent board member on February 17, 2006 when he was elected to our board
of directors. In addition, on that date, an option 10 acquire 5,000 shares of our common stock was awarded to each of the
other two independent board members, On June 29, 2006, an option to acquire an additional 5,000 shares of our common
stock was awarded to each of the three independent board members. As of December 31, 2006, options to purchase 26,250
shares of stock were outstanding, none of which had fully vested, at a weighted average exercise price of $9.10.

11. Related Party Transactions

Certain of our affiliates received fees and compensation in connection with our Offering, and in connection with
the acquisition, management and sale of our assets.

Behringer Securities LP (“Behringer Securities™), our affiliated dealer manager for the Offering, receives
commissions of up to 7% of gross offering proceeds before reallowance of commissions earned by participating broker-
dealers; provided that Behringer Securities will receive 1% of the gross proceeds of purchases pursuant to our DRIP.
Behringer Securities reallows 100% of the commissions earned to participating broker-dealers. In addition, up to 2% of
gross proceeds before reallowance to participating broker-dealers will be paid to Behringer Securities as a dealer manager
fee; provided that Behringer Securities will not receive dealer manager fees for purchases pursuant to our DRIP. Behringer
Securities may reallow all or a portion of its dealer manager fees in an aggregate amount up Lo 2% of gross offering
proceeds to broker-dealers participating in the Offering; provided, however, that Behringer Securities may reallow, in the
aggregate, no more than 1.5% of gross offering proceeds for marketing fees and expenses, conference fees and non-
itemized, non-invoiced due diligence efforts, and no more than 0.5% of gross offering proceeds for actual out-of-pocket and
bona fide, separately invoiced due diligence expenses incurred as fees, costs or other expenses from third parties. In the
year ended December 31, 2006, Behringer Securities’ commissions and dealer manager fees totaled approximately
$10,800,000 and $3,250,000, respectively, and were recorded as a reduction to additional paid-in capital. In the year ended
December 31, 2005, Behringer Securities” commissions and dealer manager fees totaled approximately $1,373,000 and
$404,000, respectively, and were recorded as a reduction to additional paid-in capital.

Behringer Opportunity Advisors, or its affiliates, receives up to 2% of gross offering proceeds for reimbursement
of organization and offering expenses incurred in connection with the Offering; except that no organization and offering
expenses are reimbursed with respect to purchases made pursuant to our DRIP.  Since our inception through
December 31, 2006, approximately $5.412,000 of organization and offering expenses had been incurred by Behringer
Opportunity Advisors on our behalf. Of this amount, approximately $3,665,000 had been reimbursed by us and
approximately $1,746,000 of reimbursements payable is included in payables to affiliates on our balance sheet. Of the
approximately $3,665,000 of organization and offering expenses rcimbursed by us through December 31, 2006,
approximately $3,654,000 had been recorded as a reduction of additional paid-in capital and approximately $12,000 had
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been expensed as organizational costs. For the year ended December 31, 2006, approximately $3,261,000 of organization
and offering expenses were reimbursed by us, of which approximately $3,250,000 were recorded as a reduction of
additional paid-in capital and approximately $12,000 had been expensed as organizational costs, In the year ended
December 31, 2005, approximately $263,000 of offering and organization expenses and had been reimbursed by us and
were recorded as a reduction of additional paid-in capital. Behringer Opportunity Advisors, or its affiliates, determines the
amount of organization and offering expenses owed based on specific invoice identification as well as an allocation of costs
to us and other Behringer Harvard programs, based on respective equity offering results of those entities in offering.

Behringer Opportunity Advisors, or its affiliates, receives acquisition and advisory fees of 2.5% of the contract
purchase price of each asset for the acquisition, development or construction of real property or 2.5% of the funds advanced
in respect of a loan. Qur advisor or its affiliates also receives reimbursement of acquisition expenses up to 0.5% of the
contract purchase price of each asset, or with respect to a loan, up to 0.5% of the funds advanced. Behringer Opportunity
Advisors earned 34,114,151 in acquisition and advisory fees and $822,830 in acquisition expense reimbursements for our
investments made during the year ended December 31, 2006. We capitalized these fees as part of our real estate.

We pay Behringer Opportunity Advisors or its affiliates a debt financing fee equal 10 1% of the amount of any
debt made available to us. We incurred $730,000 of such debt financing fees for the year ended December 31, 2006,

We pay HPT Management Services LP (“HPT Management™), our property manager and an affiliate of ours, fees
for the management and leasing of our properties, which may be subcontracted to unaffiliated third parties. Such fees are
equal to 4.5% of gross revenues plus leasing commissions based upon the customary leasing commission applicable to the
same geographic location of the respective property. In the event that we contract directly with a non-affiliated third-party
property manager in respect of a property, we will pay HPT Management an oversight fee equal to 1% of gross revenues of
the property managed. In no event will we pay both a property management fee and an oversight fee to HPT Management
with respect to any particular property. We incurred and expensed such fees to HPT Management of $136,145 in the year
ended December 31, 2006.

We pay Behringer Opportunity Advisors an annual asset management fee of 0.75% of the aggregate asset value of
acquired real estate. The fee is payable monthly in an amount equal to cne-twelfth of 0.75% of the aggregate asset value as
of the last day of the preceding month. For the year ended December 31, 2006, we expensed 3200,120 of asset
management fees and capitalized $27,149 of asset management fees to real estate.

Behringer Opportunity Advisors or its affiliates is paid a disposition fee if our advisor provides a substantial
amount of services, as determined by our independent directors, in connection with the sale of one or more properties. In
such event, we pay our advisor (1) in the case of the sale of real property, the lesser of: (A} one-half of the aggregate
brokerage commission paid (including the subordinate disposition fee) or, if none is paid, the amount that customarily
would be paid, or (B) 3% of the sales price of each property sold, and (2} in the case of the sale of any asset other than real
property, 3% of the sales price of such assets. This fee shall not be earned or paid unless and until the investors have
received total distributions in an amount equal to or in excess of the sum of the aggregate capital contributions by investors
plus a 10% cumulative, non-compounded, annual return on such capital contributions. Subordinated disposition fees that
are not payable at the date of sale, because investors have not yet received their required minimum distributions, will be
deferred and paid at such time as these subordination conditions have been satisfied. in addition, after investors have
received a return of their capital contributions plus a 10% annual, cumulative, non-compounded return, then our advisor is
entitled to receive an additional participation in net sale proceeds fee equal to 15% of remaining net sale proceeds less the
amount that our debt for borrowed money exceeds the aggregate book value of our remaining assets. The subordinated
participation in net sales proceeds will be reduced or eliminated upon the determination of the number of shares of common
stock issuable upon conversion of our convertible stock.

Upon listing of our common stock for trading on a national securities exchange, an incentive listing fee up to 15%
of the amount by which the market value of our outstanding common staock plus distributions paid by us prior to listing
exceeds the sum of (1) the total amount of capital raised from investors and (2) a 10% annual, cumulative, non-
compounded return on such capital contributions will be paid to our advisor. The subordinated incentive listing fee will be
reduced or eliminated upon the determination of the number of shares of common stock issuable upon conversion of our
convertible stock.

In addition, upon termination of the advisory agreement with Behringer Opportunity Advisors, we will pay our
advisor a performance fee of 15% of the amount by which (A) our appraised asset value at the time of such termination less
our indebtedness, plus cash and cash equivalents at the time of termination plus total distributions paid 1o our stockholders
through the termination date exceeds (B) the sum of the aggregate capital contributed by investors plus a 10% annual,
cumulative, non-compounded return on the capital contributed by investors. Persons independent of us and independent of
our advisor will perform such appraisal of our asset value. No performance fee will be paid if we have already paid or
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become obligated to pay our advisor an incentive listing fee. The subordinated performance fee will be reduced or
eliminated upon the determination of the number of shares of common stock issuable upon conversion of our convertible
stock.

We will reimburse Behringer Opportunity Advisors or its affiliates for all expenses paid or incurred by them in
connection with the services they provide to us, subject to the limitation that we will not reimburse for any amount by
which our advisor’s operating expenses {including the asset management fee) at the end of the four preceding fiscal
quarters immediately preceding the date reimbursement is sought exceeds the greater of: (1) 2% of our average invested
assets or (2) 25% of our net income for that four quarter period other than any additions to reserves for depreciation, bad
debts or other similar non-cash reserves and any gain from the sale of our assets for that period.

We will pay a development fee in an amount that is usual and customary for comparable services rendered to
similar projecis in the geographic market of the project; provided, however, we will not pay a development fee to an
affiliate of our advisor if our advisor or any of its affiliates elects to receive an acquisition and advisory fee based on the
cost of such development.

At December 31, 2006, we had a payable to affiliates of approximately $2.4 million. This balance consists
primarily of reimbursable offering expenses payable to Behringer Opportunity Advisors, management fees payable to HPT
Management and commissions payable to Behringer Securities.

We are dependent on Behringer Opportunity Advisors, Behringer Securities and HPT Management for certain
services that are essential to us, including the sale of shares of our common stock, asset acquisition and disposition
decisions, property management and leasing services and other general administrative responsibilities. In the event that
these companies were unable to provide us with the respective services, we would be required to obtain such services from
other sources.

12. Commitments and Contingencies

We have made capital commitments in the redevelopment of Chase Park Plaza to fund our $5% share of a portion
of the anticipated costs for the refurbishment of the hotel guest rooms and common areas and conversion of the residential
component into additional hotel guest rooms, corporate apartments and condominium units. Our capital commitments per
the related limited liability company agreements are scheduled through April 2007 and the total amount to be
funded, including amcunts previously funded in 2006 for the initial acquisition, is approximately $57,715,000. As of
December 31, 2006, we had funded approximately $45.124.000 of this total commitment.

Upon acquisition of one of our properties, we assumed a “guaranteed maximum price” contract with a construction
manager for real estate under development where we may be obligated to pay up to approximately $9,251,000 in total
construction costs. As of December 31, 2006, approximately $4,721,000 had been paid under this contract, including
amounts paid by us or by the previous owner prior to our acquisition,

Qur mezzanine borrowers, which are consolidated under FIN 46R, have contracts with construction managers to
build apartment projects. One of these contracts is a guaranteed maximum price contract and the other contract is for total
project cost plus a fixed fee. The guaranteed maximum price contract is for up to $22,927,000 in total construction costs,
of which $3,226,000 had been paid as of December 31, 2006. Approximately $191,000 had been paid under the other
contract as of December 31, 2006. We are not obligated to pay the construction costs for such contracts entered into by our
consolidated borrowers.

13, Fair Value Disclosure of Financial Instruments

We determined the following disclosure of estimated fair values using available market information and
appropriate valuation methodologies. However, considerable judgment is necessary to interpret market data and develop
the related estimates of fair value. Accordingly, the estimates presented herein are not necessarily indicative of the amounts
that could be realized upon disposition of the financial instruments, The use of different market assumptions and/or
estimation methodologies may have a material effect on the estimated fair value amounts,

As of December 31, 2006 and 2005, management estimated that the carrying value of cash and cash equivalents,
resiricted cash, accounts receivable, accounts payable, accrued expenses and other liabilities and distributions payable were
at amounts that reasonably approximated their fair value based on their highly-liquid nature and/or short-term maturities
and the carrying value of notes receivable reasonably approximated fair value based on expected interest rates for notes to
similar borrowers with similar terms and remaining maturities.
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The mortgages payable totaling approximately $89,204,000 as of December 31, 2006 have a fair value of
approximately $88,859,000 based upon interest rates for mortgages with similar terms and remaining maturities that
management believes we could obtain.

The fair value estimate presented herein is based on information available to our management as of
December 31, 2006 and 2005. Although our management is not aware of any factors that would significantly affect the
estimated fair value amount, such amount has not been comprehensively revalued for purposes of these consolidated
financial statements since that date, and current estimates of fair value may differ significantly from the amounts presented
herein.

14. Supplemental Cash Flow Information

Supplemental cash flow information is summarized betow for the year ended December 31, 2006. There was no
supplemental cash flow activity for the year ended December 31, 2005 or for the period from inception
{November 23, 2004) through December 31, 2004.

2006
Supplemental disclosure:
[nterest paid, net of amounts capitalized S 103,297
Non-cash investing activities:
Property and equipment additions and purchases
of real estate in accrued liabilities $ 644,740
Capitat expenditures for real estate under
development in accrued liabilities $ 2,986,956

Non-cash financing activities:
Common stock issued in distribution
reinvestment plan $ 806,589
Mortgage note assumed in property acquisition $ 55,000,000

15. Quarterly Results (Unaudited)

Presented below is a summary of the unaudited quarterly financial information for the years ended
December 31, 2006 and 2005:

2006 Quarters Ended
March 31 June 30 September 30 December 31

o

Revenues $ 119,043 355,201 $ 1,316,884 $ 2,869,536

Net income $ 131,271 $ 439,978 $ 817,274 $ 1,002,295
Basic weighted average shares outstanding 3,764,889 7.914.406 11,340,747 15,351,418
Diluted weighted average shares outstanding 3,764,889 7,926,986 11,367,997 15,377,668
Basic income per share b 003 § 006 % 0.07 § 0.07
Diluted income per share s 0.03 b 0.06 5 .07 3 0.07
2005 Quarters Ended

March 31 June 30 September 30 December 31
Revenues $ - 3 - % - % -
Net income (loss) $ 585 $ (8,513) $ (1,607) $ (93,698}
Weighted average shares outstanding 21,739 21,739 21,739 629,124
Basic and diluted income {loss) per share 3 0.03 $ (0.40) % (0.07) § (0.15)

16. Subsequent Events

On February 1, 2007, we entered into separate mezzanine loan agreements to provide financing for a 644-bed
student housing apartment project on the Texas Christian University campus in Fort Worth, Texas (“GrandMarc at
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Westberry Place™) and a 649-bed student housing apartment project on the University of Virginia campus in
Charlottesville, Virginia (“GrandMarc at the Corner™), respectively. The aggregate principal amount of the mezzanine
loans is approximately $14.2 million. The mezzanine loans accrue interest at 10% per annum and mature on
February 25, 2008. [n addition, we have entered into contribution agreements whereby we will acquire 50% ownership
interests in newly formed joint ventures with the mezzanine borrowers to own the projects for a total contribution of
approximately §14.2 million upon the later of 30 days after each project’s completion or August 15, 2007. Prepayment of
each mezzanine loan is required in the event of the transaction contemplated by the respective contribution agreement.

On March 21, 2007, we entered into an assignment from Harvard Property Trust, LLC, an affiliated entity, of a
contract to purchase a portfolio of three office buildings located at 700, 750 and 800 Central Expressway in Santa Clara,
California (“Santa Clara Tech Center”), containing an aggregate of approximately 456,000 rentable square feet (unaudited)
located on approximately 22.8 acres (unaudited) of land. The contract purchase price for Santa Clara Tech Center will be
$70,000,000, excluding closing costs.
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REPCORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

To the Board of Directors and Stockholders of
Behringer Harvard Opportunity REIT 1, Inc.:

We have audited the consolidated financial statements of Behringer Harvard Opportunity REIT I, Inc. and subsidiaries (the
“Company™) as of December 3i, 2006 and for the year then ended, and have issued our report thereon dated
March 28, 2007; such report is inctuded elsewhere in this Form 10-K. Qur audit also included the consolidated financial
statement schedule of the Company listed in Item 15(a)2. The financial statement schedule is the responsibility of the
Company’s management. Our responsibility is to express an opinion, based on our audit. [n our opinion, such consolidated
financial statement schedule, when considered in relation to the basic consolidated financial statements taken as a whole,
presents fairly, in all material respects, the information set forth therein.

/s/ Deloitte & Touche LLP

Dallas, Texas
March 28, 2007
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Schedule I
December 31, 2006
Initial cost Costcapitatized  Gross amount
Land and Building and subsequent camiedat  Accumulated  Yearof Date  Depreciable
Property Name Location Encumbrances  improwements improvements  toacquisition  close of period  depreciation construction  acquired ife
Whitewater Property Minnetonka, MN  § $ 97159715 % 719554 § § &I7L479  § 239850 1997 3112006 )]
Ferncrofi Corporate Center ~ Middleton, MA 18,000,000 3,185,080 19,657,350 53,113 24,897,783 327,645 1990 1312006 (W]
Alexan Voss Houston, TX 10,403,147 (I 15,301,226 15,307,226 - 912212006 e
Alexan Black Mountain Henderson, NV 5,799,192 (1) - 15,837,069 15,837,069 . 92912006 )]
(hase Park Plaza St. Louis, MO 55,000,000 4954612 73,390,628 7,273,855 85,619,093 1922-1931  12/8/2006 K)]
Bent Tree Green Dallas, TX 1,453,634 9,612,447 - 11,066,081 1983 1132006 (2)
Las Colinas Commens Inving, TX 2784317 9,633,170 - 12439687 1979-2001 122012006 (2
Totals § 89,003,539 $15,353,818  S10.511339 § 38473263 S173338420 § 567495
{1} The mortgages payable of our mezzanine bormowers consolidated under FIN 46R are obligations of our mezzanine borrowers znd are not payable by us.
{?) Buitdings are 23 years
(3} Hote! is 39 years
{4) Properties under development

A summary of activity for real estate and accumulated depreciation for the year ended December 31, 2006 is as

follows:

Yeat ended
December 31, 2006

Real Estate:

Balance al beginning of period
Acquisitions

Cost of real estate sold

$ -
173,338,420

Balance at end of the period

$ 173,338,420

Accumulated depreciation:
Balance at beginning of period
Depreciation expense
Disposals

S -
567.495

Balance at end of the period

$ 567,495
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